




THE EGONOMICS OF 
ms* AND CONQUEST 




THE ECONOMICS OF 
WAR AND CONQUEST 

AN EXAMINATION OF 
MR. NORMAN ANGELUS 
ECONOMIC DOCTRINES 


J. H. JONES, M.A. 

LKCTURER ON SOCIAL ECONOMICS IN THE UNIVKRSITY 
OF g^UboW ; HONORARY DIRECTOR OF THE GLASGOW 
SCHOOL OF SOCIAL STUDY AND TRAINII# 


LQNDON 

S. KING & SON, LTD. 

ORCHARD h4u^,,J>VESTMINSTER 


1915 





PREFACE. 

The following chapters contain the sub- 
stance of lectures delivered in Glasgow 
during the past winter. Since the con- 
ciusidns arrived at differ materially from 
those set forth in Mr. Norman AngelPs 
books, it seems flecessary to State that when 
I first un^frtook to lecture on the subject I 
wtfSltiff^ prepared to find Mr. AngelPs case 
irrefutable. It was a real disappointment 
to me when I foünd myself unable to accept 
the majoríty of the doctrines expounded by 
the famous author and entirely out of 
sympathy with the methods of reasoning 
dharacterjstíc of his economic writings, 

The cpnclusion to which every student df 
economics must come is that war cannot be 
expected to result in Ãet •material gain: the 
outfay*is greater than the present valtíe of 
the economip retprn* whieh may reasonably 
beexpéetddí IPMr. Angell had been content 
with such 4 statement, his case, in so faf as 
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it rests upon economic grounds, would have 
met with universal approval.^ But he has 
travelled *far beyond this simple trutn, and 
by creating controversy about assertions 
which are either false or incapable of proof 
has obscured what is beyond controversy 
and yet sufficient in itself. In the following 
pages it will be shown that some economic 
gain may be achieved by^means of a war of 
conquest. But the money value of the 
expectation of such gain is considerably less 
than the money cost of suck a war. 

My best thanks are due to Messrs. Hector 
J. W. Hefcherington and Donald Stalker fqr 
reading the manuscript and making several 
suggestions, and to the editors of The Welsh 
Outlook for permission to use an article on 
TGerman war finance, published in the April 
niimber of that journal. 

The references in the tex^are to the 1914 
edition of “The Great Illusion.” 

J. H. JONES. 

Glasgovit. 

May , 1915. 
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INT RODUCTION. 


If the value of a book is measured by 
the attention it commands and the dis- 
cussion it provokes, " The Great Illusion,” 
by Mr. Norman Angell, probably ranks 
first among recent contributions to the 
study of international relations. Mr. Angell 
and his followers have declared war upon 
war itself. Tkey do not fight alone, but 
they fight with new weapons, and follow a 
different plan of campaign. «It is the 
*writer’s object to examine the value of one 
of the instruments of attack—the heavy 
artillery— and to indicate the ways in which 
it has been and might be employed. And. 
it may be stated here that, whereas the 
noise of the heavy guns is deafening, %he 
.writer beUeve^the damage wrought among 
the enertiy’s defences to be far less than is 
generally supposed to be the case. He 
believes, moreover, that the campaign is 
one for which the hêayy artillery employed 
by Mr. Angell is not required. 

• The artillery qr “«econçinic" attack 
upoii» the enejny forces—military power, 
war and xonquest—which fè made h\*the* 
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first part of *' The Great Illusion ” may 
be briefly described as follows :—(i) The 
wealth apd prosperity of. a natio* are 
independent of military power. That small, 
almost defenceless, countries like Holland are 
regarded by investors as more secure than 
military powers like Rússia or Germany 
is clearly indicated by the relative prices 
of their national stocks. (2) War, accom- 
panied by looting, would result in financial 
chãos ; capital would be disturbed, and the 
credit system would collapse. If Germany 
invaded Great Britain and looted the 
Bank of England, the damage to Germany 
herself would far exceed the gain from 
such lootiijg. Nor could compensation be 
sought by means of tribute, which, under* 
present industrial conditions, is an economic 
impossibility. (3) If an indemnity is not 
inevitably futile, its value to the conquering 
"nation must be largely discounted by the 
difíiculties of transferring a large sum of 
money from one country to another outskte 
the channels of ordinary commeree.* The" 
payment of an indemnity of £200,000,000 
by Fraqce to Germany after the war of 
1870 proved to be diskdvantageous to the 
recipient*. Germany would have been better 
Without it. (4) y\pnexation and coloniâj 
expansion brang no economic advaptage. 
Germany, for e>xample, has gained nothing 
b t y ‘annexing Alsace-Lorraine, jvhile the 
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British colonies are not a source of special 
profit to the mother country. Finally, an 
invacnng army tould not destroy.the trade 
of the victim without destroying the market 
of its own people. The prosperity of 
Germany is bound up with the prosperity 
of this country, consequently a victorious 
German army would be compelled, from 
purely selfish motives, to leave Britain 
exactly as it was before invasion. The 
corollary is that defence, as well as aggres- 
sion, is economically futile. Since no loss 
is suffered through invasion, no economic 
object is acMeved by resistance. These 
propositions are examined separatêly in 
the chapters which follow. « 

Mr. Angell limits the application of his 
theory of the economic futiíity of war and 
conquest to nations which have come 
completely under the sway of the industrial 
revolution. He deals with those com- 
munities which are “ firmly set,” and in 
whioh the ri?odern features of economic 
organiíation find full expression. The 
main features relevant to the present 
discussion are (a) a considerable degree 
of dependence upbn «foreign countries for 
t*he“necessaries of life and the ra\fr materiais 
of manufacture ; ,(b) the existence of joint- 
stook compaíiies controlling large invest- 
ments of capital; fc) a highly-deveíoped 
systqpi *of cred|it« These are inter-rèla(ed, 
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for not only is foreign trade largely carried 
on by joint-stock companies employing 
credit instruments in the çourse of £rade, 
but the shares of such companies, together 
with the corporate debts of communities, 
are bought and sold on the Stock Exchange, 
whose operations play an important part 
in the credit system. 

The function of the modern bank is to focus 
the savings of the community and disperse 
them to be employed as capital by those 
who, presumably, are best*able to make use 
of it. The performance of this double func¬ 
tion has resulted in the crea|ion of a com- 
plex mechanism which will need examina- 
tion as the argument proceeds. A delicate 
web of finanfce, woven through the centuries, 
has spread during the last fifty years or so 
to the ends of the earth. Again, the 
development of the banking system, com- 
bined with the introduction of the principie 
of ^imited liability, has facilitated the 
formation of joint-stock companies to con- 
trol immense undertakings which* âs a 
result partly of inventions and partly of 
other economies of large organisations, 
it would r have been jpapossible for an 
individual, to control. The ownership 
of such undertakings can be transferred 
by the sale and ptorch&se of “ shares.” 
And o the Stock ^Exchange is‘ the iharket- 
place of such shares* together with the 
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bonds of Governments. The market for 
the stocks and shares of some undertakings, 
such as railways, as well as for most Govern¬ 
ment oonds, is World-wide. The resiilt is 
that the " owners ” of Argentine railways 
may to-day be Englishmen and to-morrow 
Canadians or Germans. The creditors of a 
Government may be Egyptians, Poles, or 
Americans. 

It is necessary to distinguish clearly 
between the cost of constructing, say, a 
railway, its market value as indicated by 
the price of the stock representing it, and 
the tangible assets of the undertaking as 
they appear orf the annual balance-sjieet. 
The first two may differ materially. For 
the value of stock in the market depends, 
other things being equal, upon the antici- 
pated net earnings of which it is the 
capitalised value, and over a > long period 
it varies roughly with the actúal dividends, 
paid; but since at any moment it depends 
upon the profit expected in the future, 
and since sucli expectation is affected by 
the political situation, it will be evident 
that war or the prospect of war is bound 
to react upon the Stock Exchange. The 
world-wide ramificafíons of credit and trade, 
<£>mbined with the interdependence of the 
banking systems of alk natjQns, and the 
dependence oi each upon continuity^of 
production and sale, have made it practi- 
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cally impossible for war to be waged 
between two nations without dislocating, 
more or less severely, the trade and affecting 
the credit relations of all.other cotíntries. 
This internationalisation of credit has been 
the main factor which, in Mr. Angell's 
view, has rendered war and conquest 
futile. Wealth has become “ intangible,” 
and cannot, therefore, be carried away in 
sacks by the looting conqueror. The credit 
system provides the " sensory nerves ” of 
the body economic, and if credit is destroyed 
the result will be similar to that produced 
by the destruction of these nerves. It is 
always dangerous to argije by analogy ; 
and in this case particularly it seems as if 
Mr. Angejl has not escaped the pitfalls. 
Our own experience during the first two: 
months of the present war suggests that 
the financial system should rather be 
regarded asdhe driving machinery of the 
world factory. It broke down, but it was 
not beyond repair. And the reduction in 
output of the world factory is due not to 
defective work on the part »of this 
machinery, but to other and obvious 
reasons ponnected with actual warfare. 

Mr. Angell asseçts *ithat the economic 
motive to war is strongly operative apiong 
modem nations. ^Usually the policy óf 
aggression is Chiefly dictáted by thejprçspect 
of material gain. But Mr. Angell does not* 



INTRODUCTION. 


xv 


as some of his critics seem to believe, argue 
that the economic motive to war is the only 
one in operation. He does not ignore other 
factc^s. In the second part of “ .The Great 
Illusion ” he seeks to prove that conquest 
is as futile in the moral and political sense 
as in the economic, and that war is by no 
means a “ biological necessity.” Neverthe- 
less, some of Mr. Angell’s statements con- 
vey the impression that he believes the 
economic motive to dominate all others, 
and that, if the. economic futility of war 
were clearly recognised, universal and ever- 
lasting peace would not be long delayed. 

In the courae of a discussion of the influ- 
ence of financiers on war he writes*: " It 
cannot be too often repeated th^t the neces- 
sary profitlessness of war between civilised 
nations, the necessary interdependence of 
nations, will not stop war. It is the general 
recognition of profitlessness and intèrdepen- 
dence that will stop war. 1 Impersonal forces, 
the Stock Exchange and the rest of it^will 
cert§inly pusli these truths more and more 
into our notice" (“ Foundations of Inter¬ 
national Polity,” pp. 138-9). To interpret 
“ profitlessness ” and “ interdependence ’’ 
in the material sense may be wrong, but, in 
fc their context, lt is the natural • inference. 
Again, on the first page r of the synopsis of the 
book Míhiçh bjougnt him fafiíe (“ The Great 

1 The italics artí mine.—J. H. J. 
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Illusion”), we find the following: “What 
are the fundamental motives that explain 
the present rivalry of armaments in Etyope, 
notably the Anglo-German ? Each nation 
pleads the need for defence; but this 
implies that someone is likely to attack, 
and has therefore a presumed interest in 
so doing. What are the motives which 
each State thus fears its neighbours may 
obey ? They are based on the universal 
assumption that a nation, in order to find 
outlets for expanding population and in- 
creasing industry, or simply to ensure the 
best conditions possible for its people, is 
necessarily pushed to territorial expansion 
and the exercise of political force against 
others; . . i it is assumed, therefore, that 
a nation’s relative prosperity is broadly 
determined by its political power; that 
nations being competing units, advantage, 
ip the last resort, goes to the possessor of 
preponderant military force, the weaker 
going to the wall, as in the q^her forms of 
the struggle for life. The author ch^llènges 
this whole doctrine.” The immediately 
relevant sentences may be paraphrased as 
follows: *It is universally believed that 
territorial, expansiort may become ,an 
econbmic hecessity for some nations; others 
fear that such.pxpansion* may bé at their 
expense, ergo they prepare to metít that 
«Jbntípgency by creating armies and navies. 
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Is it not natural, in view of these state- 
ments, that critics should ha ve accused 
Mr. Angell of losing sight of the other and 
deeper forces at work ? 

But in other parts of his books he 
‘recognises the influence of other forces. 
These, however, are not relevant to the 
subject of this book, which is concerned 
only with his cconomic doctrines. Refer- 
ence was made to tliem merely to avoid 
the possible charge of neglect or misrepre- 
sentation. 

The first chapter of this book is devoted to 
an examination of Mr. Angell's main thesis. 
The meaning of ôie phrase “ the economic 
futility of war and conquest ” is indicated, 
a*d some of the supposed analdgies are 
discussed. In the second, third, fifth, and 
sixth chapters the particular propositions 
which together constitute hi% case are 
analysed, while the fourth chapter deals 
with the immediate efíects of the present 
war upon the crecjit systems of Great Britain 
and Germ^ny. The reader will thus be able 
to estimate, in the light of recent experi- 
ence, the value of Mr. Angell's treatment 
of finance. The final^ chapter deals* with 
the /naterial cost of war, and indicates, 
in *a vèry general way, the efíects of war 
ujton the production and distribution of 
*tne national income. 


E.w. 


b 




.THE ECONOMICS OF 
WAR AND CONQUEST. 


CHAPTER I. 

MR. NORMAN ANGELL'S THEORY. 

This book is not defence of war. On the íirst 
page of “ The Foundations of International 
Polity ” Mr. Norman Angell rightly confcends that 
“^;he correction of any widespread misconception 
touching large human issues, or the correction of 
any misinterpretation of facts or false reasoning 
concerning them, is desirable in itseíf, and is its 
own justification, even when the immediate 
practical import is not apparent.” These words 
express, >vith sufficient accuracy, my reason for 
attempting \o write, in language free from the 
teclxnical terms of economic Science, a book 
devoted largely to an examination of * those 
theories of Mr. Angell vfàiich have led him to 
affiim tliat war is economically futile, and that 
the* economic strength of a nation is in no way 
Tlependent lípon military power. Jhis doctrin^ 
is a challenge, not only to militarists, but also to 
~ E.W. * ~ B 
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those pacificists who, admitting the econòmic value 
oí railitary power and the possibility of material 
gain from conquest, plead tfceir cause c^herwise. 
Much ofVhat is written in " The Great Illusion ” 
upou the economics of war is admirable, and will 
meet with universal approval, but a great part of * 
the book is highly controversial, and, it will be 
argued, untrue. 

My purpose in writing is not to attempt to 
damage the cause of peace. Rather is it to 
strengthen that cause by ridding it, if possible, of 
those fallacious arguments which appear to be 
among the props upon which it rests. The success 
of a movement depends, i» the long run, not 
upon tlie unconsciously exaggerated statements of 
enthusiastic supporters, but upon the truth which 
it represents. Mr. Angell seems to have burdentd 
his advocacy with so many arguments that some 
almost inevitably prove unsound. The real 
eçonomic ca*se against war is simple and clear, 
fcut unimportant: it is that the certain material 
cost of war and preparation foj war is not counter* 
balanced by the chance of great econotnic gain. 
This statement will not readily be disputed ; and 
if its truth is admitted the pacificist who condemns 
war on economic grounds has proved his case, and 
çrobably influenced but few people. For the 
peace movement will not, in the long 'run/i be 
strengthened4>y afly appeal to the pocket, mftch 
less by an appeal mainly tt> the pbcket. 
wt)uld war cease if all nationsrealised that it could 
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never bring material gain. But it happens that, 
as things are to-day, military power may, under 
certain cfrcumstancçs, be employed to strengthen 
the economic position of a nation both aflbsolutely 
and relatively to other nations. And the penulti- 
1 mate cause of the present war is probably econo¬ 
mic. The war partly represents the attempt of a 
nation whose economic development has been 
subordinated to political power to defeat a rival 
nation whose recent political history has been 
largely shaped by economic ideas, and to increase 
its political strength by imposing its will upon 
that rival, largely to the latter’s disadvantage. 
In other words, ajthough German statesmen 
avow that the political policy of the nation is 
dictated by economic necessity, the trutlj probably 
is*that that policy is rendered necessary, not by 
economic conditions as such, but by the will to 
advance, under present economic conditions, that 
prestige or power in international polftics which is 
the dominating idea of Prussianism. The well- 
macht oi the Prussian statesman by no means finds 
approval.among the German people ; but the 
economic siflaation, or rather the people’s inter- 
pretation of that situation, is such that the method 
necessary to secure world power is one that ífcpeals 
to different groups iifthe lonrtnunity for djfferent 
reasons. A vigorous colonial policy appeals to 
bhe*indu$trialist because«it ofíers thã prospect of 
Secure maiket fõr manufactures, ajid ensures au 
adequate supply of raw materiais. A strong 

B 2 
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navy appeals to socialists (such as Rohrbach) 
because it guarantecs a plentiful and continuous 
supply of the necessários o 4 life, whicft are im- 
ported id increasing quantities as the population 
grows and the nation becomes more industrialised. 

But to prove such a material gain (with the 
higher standard of life tlius secured for the com- 
niunity) to be possible by war and conquest is not 
to justify war. It should not be inferred frorn 
such a proof tliat a nation is justified in imposing 
its will, through force or e threat of force, upon 
another people. Economic issues should be 
entirely subordinated to moral issues; and 
although the advance of economic civilisation 
and the growing complexity of industrial organisa- 
tion havei'forced economic questions to a promi- 
nent place in international diplomacy, it *is 
probably true that even yet those problems 
which endanger the peaceful relations of European 
nations are onty in a minor degree economic. No 
pation is justified in sacrificing the lives of some 
of its members in order that 4 the remainder may 
enjoy material comforts which would ©therwise 
be unattainable. 

Industry, too, has its losses ; trade exacts its 
toll ot lives. Experiments are conducted and 
ví enterprises started which almost inevitably çesult 
in human suffering. It may appear at first sight 
that the twtp caséS are *analogous, and that* to 
$ppose war for ecopomic advantagd* is also, *\n 
effect, to oppose all industrial efíort involving 



MR. NORMAN ANGELUS TIIEORY. 


5 


considerable human risk. But there are funda¬ 
mental c^ff; rences betwcen the two cases. The 
one involves compaision ; the soldier$ of the 
State are given no option. Nor are taxpayers 
allowed a reduction by that proportion of their 
annual contributions to the State which would be 
employcd to dcfray the cost of such a war of 
aggression. The other is a voluntary contract. 
There is no compulsion to risk one/s life in a 
dangerous industrial occupation. If anyone takes 
the risk he does so Vbluntarily. Moreover, the 
one involves deliberate dcstruction of human life, 
the other implies co-operation on the part of all 
human beings to dcstroy the obstacles presented 
by ungenerous Nature—to use Mr. AngelTs 
pjiraseology, the one connotes the empl&yment of 
physical force, the other the abandonmcnt of 
such force. Nor is it an adequate reply to say 
that the mere threat of force is sufficfcint when the 
stronger nation opposes the weakcr, for tlie threat 
derives its efficacy simply from the certainty of 
action if the threat is not itself sufficient. The 
attitude*of the stronger nation is essentially that 
of an enemy ; it is the oppositc of mutual agree- 
ment. Consequently no inconsistcncy is iitvolved 
in holding the belief that^on the one hand, it may 
be ctesirable to undertake risky enterprises in 
bríer to increase the # natiop’s command over 
í&ature, an^ that, op the other, all war is immoral. 

Nor is the contrast any *less stíarp if for co- 
■operative^ attaçk upoiv Nature is substituted* 
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industrial corapetition. Mr. Angell defines war 
as “ the use of physical coercion for th^ purpose 
of imposjng the will of one feroup upon another, 
and, to the extent to which force is operative, 
dispensing with the need for understanding com- < 
mon interest, and for free agreement. It is the 
rule of coercion, eliminating consent, reason and 
co-operation, in the relationship of the two parties 
involved ” (" Foundations of International 

Polity,” pp. 62-3). Yet he believes that " the 
‘ common' sense of humanity ” sees no difference 
between war and industrial competition when the 
latter enables the “ big man ” to take advantage 
" of, all the weaknesses of the small man—his 
narrow means, his ill-health even—to undermine 
and to unciersell ” (“ The Great Illusion,” p. io) t 
Everyone will admit many of the evils attri- 
buted to unregulated industrial competition, 
But surely (since the abolition of slavery) none of 
the attributes of war indicated by Mr. Angell are 
fresent. Bad though the conditions may be 
under which a large propoítion of industrial 
workers are compelled to live and work,* they do 
enjoy immunity from precisely those evils which 
the wccker nations sufíer in war. Industrial com¬ 
petition stops short of the very things which Mr. 

* Angell Vegards as constituting war. And *it is 
likely that the " coprmon ^sense of humanity ” d«es' 
recognise the differences between th^ two case*» 

“ Mr. Norman Angell’s main contention is that 
t war and conquest are econ.omically futile, 
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they do not result in material gain to the victorious 
nation. The statement as it stands is somewhat 
ambiguoíis. In the#first place, it may mean that 
the fruits of victory are purchased at tho high a 
price ; that the cost entailed by war and prepara- 
tion for war is not counterbalanced by the idtimate 
material advantagc secured by victory. In the 
second place, it may mean that no material 
advantage can ever be gained by conquest; that 
nothing appears on the credit side of the balance- 
sheet. It is in the lattcr sense that Mr. Angell 
argues that an aggressive war must fail. 

When the cost of armaments is included in the 
expenses of war, atid all is debited against the 
gains that may accrue from victory, whethér in 
the form of territory and all that it bsings, or in 
?he form of added security of peace for many years, 
as was said to be the case after 1870, probably 
it is true that there is a net loss, 1 taking, at any 
rate, a comparatively short view. flt is of course 
conceivable that, taking a much longer view, s$y 
a centuçy, there mjght be a net gain, even allowing 
the cost of,war and the annual expenses of arma¬ 
ments to accumulate at compound interest for 
the period. For the trade need only show a net 
gain greater than the interest on that capital sum 
for*this result to be acTiieved. But, apart from 
ojher cohsiderations, no country is justified in 

1 The co^ê of defeiwling newiy acquired territory agaíüst 
possible enemies should also be íacluded ánd set against ?ho 
material gain resuiting from colonies or added territory. • 
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legislating in so dcfinite a manner for a century in 
advance, for the other elements which mày enter 
and produce a fundamental change in the íharacter 
of the próblem, are so uncertain that such legisla- 
tion would be a gamble and the gain from it highly 
problematic. Assuming war for material ends to 
be defensible, no country would be justified in 
going to war for a possible enormous gain a 
century hence.) On the other hand, it seenis that 
therc should be placed on the credit sidc of the 
balance-sheet against the cgst of armaments not 
only the gains from war, but, under existing con- 
ditions, the gains from peace until war broke out. 
For, if there had been no mewns of defence, the 
country, now stronger, and prepared to wage a 
war of corypiest at the selected moment, would 
have been the weaker and subject to attack by 
some other stronger nation, who might have 
waged war for precisely the same reason. Never- 
theless, taking all things into consideration, few 
wguld deny that the net result would be serious 
loss. f, 

But this is not Mr. Angell’s case. h{or does he 
arguc merely that conquest brings no material gain 
to the world as a whole. It is possible that the 
conquest of Great Britain or Canada by Germany, 
in consequence of tfie economic policy subse- 
quently enforced by the conqueror, would rèsvfít 
in a net loss to* the w*orld aá a whole while securing^ 
real gain to Germany itself. ‘And it is further 
jjossible that Germany would be con^çnt to see^ 
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the world as a whole lose twenty shillings, if, by 
such means, she could secure ten shillings of that 
sum. ifut Mr. Angiidl goes far beyond this state- 
inent of probability. He dénies that'Germany 
can, under any circumstances, capture the ten 
shillings. He argues that she cannot secure any 
gain by conquest. She cannot effcct any change 
in economic organisation which will produce a 
profit to her. 

" We might conqucr Germany to-morrow " (he 
writ.es) " and wc shouljji fmd that we could not make 
a single Britou a shilling’s worth the richer in con- 
sequence, the war indemnity notwithstanding ” 1 
("The Great Illusion,” p. 47). 

Elsewhere he writes: 

“ As the only possible policy in our day for a con- 
^jueror to pursue is to leave the wealth of a territory 
in the complete possession of the individuais inhabit- 
ing that territory, it is a logical fallacy and an optical 
illusion in Europc to regard a nation as increasing its 
wealth when it increases its territory, bccausc when a 
province or State is annexed, the population, who are 
the real and only owners of the wealth therein, ye 
also annexed, and the conqueror gets nothing ” 

Now it will be obvious that upon the assump- 
tion of universal free trade, and the retention, 
after conquest, of the status quo ante, Mr. AngelTs 
coijtention is true. Tl?e lo*ss or gain o£ territory 
táould not then involve the loss nor secure the gain 

m 1 This statement was made to ilíustratè # a general proposi- 
tion, so that I have d<5ne Mr. Angell no in justice by assumjng, 
íor my purpose, that Germany wâs the victor rather than the 
v^nquished^; m ' 
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of material wealth. This is the natural corollary 
of the free trade theory, if not, indeed, the cssence 
of it. If Germany were a frei trade coudtry, and 
continuetf to be a free trade country after her 
defeat, we would gain nothing by conquering her. 
Again, if free trade or protectionist Germany 
conquered us, and then allowed us to retain our 
present fiscal policy, she would gain nothing from 
such conquest. 1 

But the general assumption of free trade, pr 
that the status quo ante would be maintained, is 
false. Germany has long pursued a policy of 
moderate protection. And if, after defeating her, 
we compelled her to reduce her import duties on 
British goods, while retaining the existing duties 
on goods inported from other countries, Britain 
would gain by the particular preference, and the 
World would gain through the enlargement of the 
free trade area. If, on the other hand, Germany 
conquered Grèat Britain, and compelled her to 
ipjpose moderate tariffs upon all goods imported 
from countries other than Gerrqany, and to admit 
German goods free of duty, Germany would gain 
the ten shillings, while the world as a whole 
might lçse the twenty. Since, therefore, it is 
possible that conquest would be followed by a 
i-eadjustment of econòmic relations betweeh the 
nations concerned, it is not true to say thafc 
material advanfeage dannot‘be secured. 

la Neglectinç for the moiuent such questiohs as taxatíon, 
tribistes, and mdemnities. 
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Again, it is true that, in consequence of division 
of laboi^* and national interdependence in econo- 
mic mafters, we thríve, not on the poverty, but on 
the wealth of other nations. They are better able 
to purchase our goods and to send us what we 
want in retum. It will be generally admitted 
that the greater the wealth of the rest of the world 
the better for our nation. But whether this 
identity of interests holds between two particular 
nations is a question which presents great difli- 
culty. Mr. Angell's argument has not taken into 
account the two-fold character of the problem; 
he seems to have taken for granted that what is 
true of the world Ss a whole (outside Britain) is 
true of each country in turn. 

b " At the beginning we have a Great tíritain which 
could have seen all its political rivais annihilated 
without damage ; at the end we have a Great Britain 
in which such a thing would spell starvation to its 
population ” (“The Great Illusion," p. 157). 

« 

It is quite true that if the rest of the world w§re 
completely destrftyed the people of this country 
would'alipost starve; but this result would not 
follow if Rússia alone, or Canada alone, or any 
other country by itself, were destroyed. ^Vhether 
the destruction of a gingle political rivâl could 
possibly react favourably upon the • economic 
clevelopment of a nation remains to be discussed 
the chapter on coldnial expansien. 

Finally, Mr. Angell asseijts not only the economic, 
iii tility qf conquest. but also that the “ albbjit 
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universal idea ” that “ a nation’s financial and 
industrial stability, its security in commercial 
activity—in short, its prosperity and well-being 
—depend 'upon its being àblc to defeni iVseü/against 
the aggression of other nations," is " a gross and 
desperately dangerous misconception, partaking 
at times of the nature of an optical illusion; at 
times of the nature of a superstition.” 1 Thus 
a successful defensive war as well as a successful 
war of aggression is economically futile ; in other 
words, the defeated country suffers no material 
loss from its defeat and loss of independence. 
And Mr. Angell States it to be the object of his 
book to expose the error of íhe view which the 
quotation partly expresses. But, especially if one 
is to interpret the word “ well-being ” broadly, it is 
difficult to reconcile this view with his defence of 
our naval and military programme before the war. 

It may be well at this point to refer to a con- 
fusion of ideas involved in some of the arguments 
which Mr. Angell employs in support of his main 
thesis. He seems to ha ve lost siçht of the obvious 
distinction between the impossibility of .conquest, 
on the one hand, and, on the other, the futility of 
a secur^d victory. In an article reprinted in 
" Foundations of International Polity ” the author 
explains why “ we subrnit to affronts from 

1 “ The Great Iljusion/^ pp. 25 and 26. The italics are 
mine. In bringing tíiese quotations togçther, whiqji are sepa-^ 
rateai by almost a page, 1 do pot think I am dòing JVlr. Angell 
an in justice. The sam e idea rmis through the chapter called 
'V Jhe Great Illusion " in the book possessing thó +ith* 
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America, which, if committed by Germany, would 
make war inevitable.” The explanation, he 
argues, fk not to be found in the blood-relationship 
of the two countries, which is now more attenuated 
than in those days when they were actually at 
war; it is to be sought rather in the fact that 
America, for geographic and economic reasons, is 
obviously impregnable. We camiot secure such 
a victory as would enable us to impose our wiil 
upon her in the matters in dispute. 

“ When a Great Power ” (he writcs) “ takes an 
altitude calculated to hampcr our movements and 
commerce with half the universe, we submit, because 
war ... is utterly ineffective for enforcing our 
rights " (p. 191). * 

Incidentally, it may be observed that Mr. Angell 
•gives his case away here— i.c., he aclmits it is 
possible for one nation to inflict economic loss 
upon another, which the latter would be able to 
prevent by the employment of sufficient military 
force. But in this connection the important point 
is that Mr. Angell argues, from this fact, tfre 
recognition of thí futility of war between the two 
great English-speaking nations. Surely this is 
irrelevant to that argument for peace elsewhere 
urged by him. Assuming the accuracf of his 
article on matters of faet, 1 it is evident that what 
Great Britain recognised was not the futility of 
cpnquest, but the imppssibility of victory in arms. 
ff, for example, she would havesúfíered economic 

1 X am not competent to discuss it. 



14, THE ECONOMICS OF WAR. 

loss through the prõposed action of the United 
States in relation to the Panama Canal, she would 
have secured economic gainjby preveíting the 
loss) had ghe been able to efifect, by military action, 
that change which President Wilson introduced by 
constitutional means. If Britain had admitted 
that America's action in the Panama had not 
reacted unfavourably upon her economic life, or 
if the United States had admitted the economic 
futility of her action, it would have provided a 
particular application of Mr. Angell’s main thesis, 
and he would have been able to claim it as evidence 
in support of his theory. But, of course, neither 
Britain nor the United States did any such thing. 
Thesame confusion of ideas appears inthat chapter 
of “ The Great Illusion ” which deals with colonies. 
In one place he argues that Canada could not be* 
conquered; in another that, if conquered, she 
could not be compelled to adopt the policy 
dictated by Germany, the conqueror; and, in yet 
‘ another, that, if she did adopt that policy, 
Germany would gain nothing. y And all the time 
he gives the impression of employing them in 
support of his contention that conquest cannot 
possibly. bring economic gain. If a discussion of 
the possíble economic effects of conquest is to be 
fruitful, the assumption irfust be made that itis 
e*ffective; that it is complete conquest, i.e., that 
the conqueror & able^to impose her will upon the 
vanquished nation. For if the fali econdmic gain 
‘'camjot be achieved by'the victor through failure 
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to impose her will, it is due not to the futility 
of conquest, but to the incompleteness of the 
victory. # The possibility of complete conquest is 
a totally different matter, quite irrelev^nt to the 
discussion of the possibility of gain by means of 
conquest. 



CHAPTER II. 


ARMAMENTS AND ECONOMIC STRENGTH. 

The exact degree of dependence of the economic 
developinent of a nation upon its military 
strcngth cannot be determined. Mr. Norman 
Angell asserts that " the façtors which really con- 
stitute prosperity have not the remotest connec- 
tion with rnüitary or naval power, all our political 
jargon notwithstanding.” Wiúle this is probably 
an éxaggeration, it contains a truth of great 
importance. Rccent events have shown that such 
power does not secure peace. For some years, 
indeed, the competition in armaments created 
and then intensified a feeling of timidity, and to 
that extent probably retarded economic develop- 
rpent. 1 Moreover, the enorme o* cost of arma¬ 
ments in recent years has prociuced an unfavour- 
able effect upon the social condition *of the 
pcople. If, for example, the £80,000,000 per 
annum^spent on the army and navy in this 
country had not been reguired for that purpose, 

f ■ 

1 The cost of ** defence " has bcen called an insurançe 
premiíím, but this is not a truc comparison, for the risk itself 
is affected by thç paym^nt of tfle so-called premium. One 
is reminded of the effeçt produced upo$ the frequ#ncy of firas 
wfoen fire Insurance was íifst introduced, especially in the 
Unifed States, 
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either it raight have been employed to ameliorate 
the condition oí large masses of the people, or 
some of êur indirect, taxes could have been re- 
mitted and dírect taxes reduced, thus nendering 
possible a higher standard of life in the com- 
munity. The total amount of trade wonld 
probably not be appreciably altered, but the 
character of much of it would be different. 1 

Although, however, the general policy of 
arming did not produce a feeling of security, it is 
nevertheless true that, taking things as they are, 
Britain’s security depended upon following the 
pace set in the armament race. And so with other 
countries. Nor is it gmy reply to say that we were 
already the strongest naval power and conse- 
quently set the pace; for adequatj defence 
aequired unchallengeable naval supremacy. Thus, 
although German efforts were increased as we 
grew stronger, our strength was determined by 
that of Germany; we but replied to her efíorts to 
destroy our supremacy. Each of the militarjj 
nations had her own idea of what her strength 
relatively to that of her neighbours should be, 

1 The serious dislocation of trade which would follow 
disarmament is not taken into account here. But -Aie eáse 
with which factories established in this country for quite 
other purposes have been ad^pte^ to the reqmrements of 
war %uggests that industries directly dependent upon war, or 
^prgparation for war, could also be accomraodated to the 
•requirementâ of peaceful industry with less diíhculty than 
anticipated, and that in consdquence 'the dislpcation of trade 
próduced by #apid disa^nament would not be so serious an 
evii as we once supposed. Nevertheless, suffering would 
undoubtedly accompany the process oí adjustment, # 

v* .. c 9 
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and shaped her policy accordingly. Since these 
ideas conflicted, constant readjustment of military 
and naval power was ineyitable, anà, if the 
destruction by a rival in war was to be avoided, 
satisfactory readjustment implied an increase ín 
strength. This involved a change for the worse 
to the rival or rivais, who in turn pursued the 
obvious policy. And so the thing went on, 
making war inevitable. And if we ha ve under- 
stood Mr. Angell aright, this statement is con- 
sistent with his views. The fnrther conclusion is 
that, altliough the military and naval policies of 
nations were interdependent, it is nevertheless 
true that nndcr existing conditions the security 
of eíich was dependcnt on its adapting itself to 
the policy pursued by all the others. No one 
could afíord to disarm without taking grave risk*-, 
and to take grave risk was to be insecure, for risk 
is the negation of security. In this sense it seems 
evident thab pcace, if not independence, was 
^ound up with a strong military or naval policy. 

Altliough this conclusion seems to follow 
naturally from the prcvious one—if, indçed, it is 
not a restaternent of it—it is not at all clear 
whethçr Mr. Angell would assent to it. Some of his 
statements seem to imply the contrary, although 
his defeuce of the naval 4 policy of this country is 
tantamount to an admission of its trutb. 

Mr. Angell supports his contention that no 
q^usal relation exists between*the pro^erity of" à 
country and its political strength somewhat as 
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íollovvs(a) The standard of life in smaller 

States, styh as Holland and Switzerland, is not 

lowcr than that cnjo^ed by military States : 

* 

u All the weiglit of Rússia or Germany " (he writos) 
“ cannot secure for thc individual Citizen bctter 
general economic conditions than those prevalcnt in 
the little States" (“The Great Illusion," p. 36). 

(l>) Closely related to the first is the fact that 
armaments are powerless to affect the course of 
trade. 

“ Military power can in reality do nothing for trade ; 
thc individual merchants and the manufacturers of 
small nations, exercising no sucli power, compete 
succcssfully with those of the great. Swiss and 
Relgian merchants drive English from the British 
Colonial market" (p. ix). * 

Again: 

" Large navies are impotent to create trade for the 
nations owning them, and can do nothing to 1 confine 
the commercial rivalry ' of othcr nations." “ Nor- 
way has relatively to population a greater carrying* 
trade than Great Britain, 1 and Dutch, Swiss, and 
Belgian merchants compete in all the mãrkets of the 
world succcssfully with those of Germany and 
France " (p. 35). 

( c ) It is evident from the relative prices of Govern- 

» 

V Siírely geographic conditions fully cxplain this. The 
•^c&âguration of the country—a long, dented coastline and 
íúgh mountains in a narrow gtrip of : 4and—makes railway 
transport difficult, and calls for a relatively bi§ coastal trade. 
Morêover, the 'hatural w&lth of the country—mineral ores—, 
is suíted to a lárge export trade, ! but not to a relatively 
important internai trade. 

■*. ■ C 2 ■ 
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raent stocks that the weaker States enjoy greater 
security than stronger ones : ^ 

" The public credit (as a rough-and-ready indication, 
aniong ofhers, of security and wealth) of small States 
posscssing no political power oíten stands as high as 
or higher than that of the Grcat Powers of Europe, 
Dutch Three per Cents. standing at 77J and German 
at 75 ; Norwegian Threc-and-a-Half per Cents. at 88, 
and Russian Three-and-a-Half per Cents. at 78" 
(p. ix). 

And he argues that 

" the only consideration of the financier is profit and 
security, and he has decided that the funds of the 
undefended nation are more secure than the funds 
of ono defended by colossal armaments. How does 
he arrive at tliis decision, unless it be through his 
knowledge as a financier, wliich, of course, he exercises 
without rèference to the political implication of his 
decision, that modern wealth requires no defenefc, 
because it cannot be conliscated ? ” 1 (p. 34). 

The unfavourable effect of armaments upon secu¬ 
rity is still "more clearly shown in Mr. ' AngelTs 
«tatement that 

“ industrial undertakíngs in a country liké Switzer- 
land, defended by an army of a few thousand men, 
are preferable in point of security to enterprises 
backejl by three niillions of the most perfectíy trained 
soldiers in the world/' These facts carry with them 

1 The retort obvious is that if this is the implication, or if 
such implication is true, the wealth of the armed natkms is 
alísp secure, so that armaments should not have an unfavwwfc^ 
able influence on the .price 04 funds, as Mr. Angell asserts,* 
except to the e&tent that aimaments necessitate an increase 
/n taxation (which is not the poin^ immèdiat%ly underÃiis- 
cussion) and so reduce that part of the taxable capacity of 
the nation which may be regarded as security for tbeiimds. 
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" the paradox that the more a nation’s wealth is 
militarily ^rotected, the less secure does it become.” 

In the light of the very definite views expressed 
in these quotations, as well as others of the same 
kind that xnight have been taken from the same 
chapter, it is curious to find Mr. Angell emphasis- 
ing the limits of his argument and stating that 
reference was made to cconomic rather than 
pclitical security. The argument, he States, 

" is not that the facts just cited show armaments or 
the absence oí thetn to be the sole or even the deter- 
mining factor in national wealth. It does show that 
the security of wealth is cluc to other things than 
armaments; that absence of political and mi li ta ry 
power is on the one hand no obstacle to, and on the 
other hand no guarantee of, prosperity; that the 
mere size of the administrative area has mfrelation to 
the wealth of those inhabiting it ” (pp. 36—7). 

And again: 

“ the political security of the small.States is not 
assured ; no inan would take heavy odds on Holland 
being able to maintain complete indepcndence iá 
Germany cared serijusly to tlircatcn it. But Hol- 
land*s ecpnomic security is assured. Every financier 
in Europe knows that if Germany conquered Holland 
or Belgium to-morrow, she would have to leave their 
wealth untouched ; there could be no confiscation. 1 
And that is why the stocks of the lesser States, not in 
reality threatened by confiscation, yet relieved in part 
at léast of the charge of armaments, stand lifteen to 
"ÍWenty points higher than those of the military States. 

. . ,• » 

I > Thô dèstructipn ofJBelgian property by the German in- 
yaders does not invalidate Mr. Ár»geirs particular argument. 
Ècónòmic coíisiderations naturally give way to reâl or sup- 
posed aíllitoy necessity. ^ * 
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Belgium, politically, might disappear to-morrow; 
her wealth would remain practically unchanged ” 1 
(PP- 38 , 39 )- , V 

The mconsístency of Mr. AngelPs statements 
adds to the difficulty of dealing with a subject 
whieh, from its very nature, is by no rncans easy ; 
but it is clear that three distinct, though related, 
qucstions are raised:—(i) What are the factors 
upon which the wealth and standard of life of a 
nation depend ? (2) Is it possible for military or 
political power to be cmployed in the intcrests of 
trade ? (3) How are the prices of Consols and the 
funds of other nations determined, and what 
part is played by security in producing the final 
result ? 

(1) An, àdequate rçply to the first question 
would neccssitatc a treatisc on economic organisa* 
tion. But it will be evident that, in the last 
resort, the economic possibilities of a nation 
depend upon* its natural rcsources, the quality of 
its people, and the opportunity it enjoys for 
employing these to the best a^vantage. The last 
consideration calls up such questions. as the 
reaction of the distribution of wealth upon 
efficiency, the effects of monopolistic combinations 
of capital, associations of labour, land policy, 
insuranoe, banking, ‘Government restriction% on 

1 Her íuncis would be merged in those of the State. whitffl? 
annexed her, and conscqucntl^ would l>e íixed at the same 
price ás the pthers of that State, other things being eqijal. 
'£he prospect or danger of annexatiofl would thSrefore alTèct 
the price iOf Belgiau tunds*at all times, Mr. Angell scems tò 
have missed thís important poigit. '. : 
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trade, taxation, ete., although none of these is 
quite rel^ant to the question at issue. But the 
problem of making*full use of the natural re- 
sources and human powers within a couiftry gives 
rise to two questions—sccurity and the cost of 
armaments— which are strictly relevant and inter- 
related ; while a third—tho stagc of development 
reached—bears indirectly upon the subject under 
consideration. 

Great Britain, Holland, and France are much 
older, in the economiç sense, than Germany and 
Rússia, and now enjoy the results of vast accumu- 
lations of capital. Most of our capital has been 
invested within the country, in the form of 
factories, railways, buildings, etc., and these 
naturally rcact upon the nlítional incorAe and the 
Standard of life made possible by it. But a con- 
siderable proportion has becn invested abroad, 
and now brings its reward in the form of interest 
payments (which are made in thosê goods upon 
which our comfort largely depends), and therefor* 
makes possible a higher standard of life. 1 What 
is true of this country is also true of France and 
Holland. 

1 When speaking of capital in this connection, I mean not 
a sum of money, but the fornis, such as factories, in which 
the money has been invested I aip. aware that these capital 
goods wear out and have to be rcplaccd, so that or!ly a small 
proportion of our existing capital in this country was not 
àctually made in recent years. But there is a real diííerence 
between the replacenient of Avorn-oift capital and net addi- 
tidhs to it. »A 11 couiitj»es have to replace their capital, and 
prpyision fòr this is, or should be, made out of cürrent incomê. 
Jn spite, however, of necessary replacement of Ccfpitaí and 
great additions to it, we hav<ibeen able to export, in the form 
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Germany and Rússia, on the other hand, are 
comparatively new countries. The fotmer only 
started on her career rathfer more than half a 
century àgo, while the latter is, even yet, but pre- 
paring for hers. It is true that new countries 
lilce these (and Canada) are able to avail themselves 
of the resources of older countries, and, other 
things being equal, may be expected to advance 
more rapidly than we have done. Germany, 
indeed, has done so, and may soon overtake us, 
But they do so by borrowing the capital which 
the older countries are prepared to lend. And 
the payment of intcrest lessens the amount of the 
total wealth (produced with the assistance of such 
capital) which can be enjoyed in those young 
countries.* The value of Mr. AngelFs comparison 
of Holland with Rússia is largely discounted, as' 
will be shown, by his failure to distinguish between 
the two types of nations, the old and the young— 
roughly speaking, the lending and the borrowing 
Countries. It is a comparison of the mature 
journeyman with the young» apprentice. It is 
to be regretted—although it is significaftt—that 
he did not bring France and Britain, both econo- 
mically mature nations possessing great military 
and naval power, into comparison with Holland, 
an old and non-military State. The test hé em- 
ploj T cd is unscientific. ( ** 

of machinery, rails, etc., a consideçiblc propcrtion of àvtr 
aatmai savings. New conntries, òn the other hánd, are 
compellccp to add to their total supply pf capital, mainly or 
partly by importing froia older tountries. 
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The cost of armaments, other things being equal, 
must obvsfrously affect adversely the standard of 
living, for it implies tbe employment of a propor- 
tion (sometimes a considerable proportios) of the 
capital and labour of a country in the production 
of things which do not directly affect the standard 
of living. This is of great importance to-day, 
when, in this country alone, before war broke out, 
we spent a suxn 011 our dcfences amounting to 
practically one-half the interest on our foreign 
investments. And thqse nations, such as Holland, 
who can afford to dispense with adequate means 
of defence, enjoy a tremendous advantage, since 
the capital and labour thus set free becomes 
available for the production of goods and' the 
supply of Services tending to raise the 'standard of 
living. 

But other things raay not be equal. Ithastobe 
proved that the absence of means of defence in a 
particular country will not create sifch insecurity 
as will reduce the national income by more thaa 
is represented by the cost of armaments. It is 
quite obvious that, if universal disarmament were 
possible, without loss of security, a great gain 
would be effected and the world would be a better 
place to live in. Taking things as they are, 
however, the effect of disarmament by* a single 
country cairnot be estimated. It is believed in 
Ggrmany that the long* peaceVh ich that country 
enjoyed, and whiclí made rapid economic develop- 
ment pòséible, was directly attributablè to the 
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maintenance of a large army, and that the over- 
seas trade which they have recently çleveloped 
was conditioned by a navy khat would command 
respect.« Their two-fold belief that peace was due 
to military power and tlxat rapid economic 
development was made possible by peace may be 
erroneous. But who can tell ? If it was well 
founded, their armaraent policy was worth the 
cost— i.e., the Germans enjoyed a higher standard 
of life than would have been possible without 
such expenditure on arman^ents. For, as a result 
of the development of international banking, 
political insecurity, as Mr. Angell himself has 
pointed out, would have kept the financial world 
in a' State of agitation and in this way reacted 
upon trade! 

Political sccurity increases readiness to lena 
capital both to a Government and in aid of 
industrial enterprises controllcd by its people. 
The Balkan “States have evidently suffered for 
ttiany years through lack of such security; and 
the complete domination of thtse States by one of 
themselvcs or by another nation might bu a real 
gain. In this special case it is obvious that 
economic development would be closely related to 
political power. 

{2) To‘ the sccond* question, which is closely 
related to the first, Mr. Norman Angell replies in 
the negative. Peojile buy*in the cheapest markf;t, 
váthout reference to the fiag wliich flies above it. 
The smaller States thrive jn spité of thè ajbsence 
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of military power, and their impotence in the 
" councilsjof the nations.” Swiss manufacturers, 
for example, are oustíng their British rivais from 
the Canadian market, for the simple reason that 
they are able to provide the goods more cheaply. 
But the answer is not quite so simple. 

It is necessary to draw a distinction between the 
mere existence of political power and eífective 
employment of military force to conquer and 
exercise control over the policy of its rival. The 
enjoyment of political, power brings with it one 
real advantage. Britain was able to enforce the 
policy of “ the open door ” in China, and in this 
way to secure considerable economic gain. But 
the open door policy also bcnefited the smàller 
States, who were thus able to enjoy the»results of 
The exercise of political pressure by other nations ; 
but it was necessary that some shoúld enjoy that 
strength which the possession of military force 
provided. In some cases, however, *this political 
strength is provided by the importance of th» 
nation as a market If, for example, Germany 
imposed* a prohibitive duty upon imports from 
Holland, the latter could retaliate and so deprive 
Germany of an important market. The threat 
of reprisals would be sufficient in such a case to 
limit the power of Gefmany to hurt ‘Holland 
without, at any rate, injuring herself seriously in 
thp process, Political £>ower Tiere is a result of 
economic strength* , » 

When we turn to conquest, or the eífective 
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employment of military power, we are met by 
difíerent considerations from those creâted by its 
mere existence; and thesê are examined more 
fully in*the chapter on colonial expansion, But 
in this connection it may be stated that while 
it is perhaps true that in the colonial market 
we are suffering from the competition of the 
smaller States, such competition is not inevitable, 
but is rather the result of a deliberately chosen 
colonial policy. We might have adopted the 
alternativo policy of colopial preference, which 
woidd have limited, if not prevented, such competi¬ 
tion ; but we believe the loss of the kind indicated 
by Mr. Angell to be counterbalanced by gains in 
othér directions. The average customer buys in 
the cheapcst market; but we have the power so to 
modify the conditions that Belgium and Switzer- 
land would become dearer markets. This is 
neithcr a plea for nor a defence of such a change 
in policy : iTonly sliows that such is possible, and 
éhat, in consequence, Belgian and Swiss manu- 
facturers, to the extent thaUthey depend upon 
the colonial market, are at the mercy of the 
Empire. And, as everyonc knows, one of the 
objects of colonial federation is to effect such a 
change in the direction of trade as is implied 
above, 1 * 

Mr. Angell States that 

*1' t. 

“ the foreign trade of most great States is mainly wTth 
(Tountrieg over which thèy exercise no political controh 
Great Britain does twice as t rnuch trade with foreign 
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countries as with her colonies (which she does not 
. cõntrol). The enormous expansion of German trade, 
rnainly in countries like Rússia, the United States, 
South America, owes nothing to her military power.” 1 

This argument, which is employed in support of 
the contentions already examined, is beside the 
point. Our trade with the United States, a 
relatively populous country, is naturally greater 
than our trade with her neighbour. Canada, 
which is sparsely populated; our trade with almost 
seventy million Germans across the narrow North 
Sea must (in the absénce of prohibitive tariffs) 
obviously be greater than that with the young and 
distant Australian nation. Population and geo- 
graphic conditions are two of the three important 
factors. The third is tariff policy. And the point 
^s that if we could induce Germany and the 
United States to admit our goods as freely as we 
admit theirs, our trade with thern would be much 
greater than it is at present. If cqjiquest could 
efíect this, it would be a considerable gain to be 
placed on the credit side of the balance-sheet. 

The answer to ttíe second question thus seems 
to be that military power can be and is employed 
in the interests of trade, though not to any great 
extent. Whether a particular colonial policy, 
enforceable through poiitical power, is t to the 
interest òf the ruling nation is a question which 
“ free traders and prptectiopists will answer: 
dMerently ; but *that it produces immediafe 

1 " Foundatio&s of International Polity,” pp. 
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èffects upon the economic activities of the foreign 
countries (including the small States) fcannot be 
denied. * 

(3) Tke third question is one which presents 
considcrable difficulty on account of the elusive- 
ness of the word “ security.” It is obvious that 
security is not the only factor in the determination 
of the price of funds ; it is but one of an assem- 
blage of conditions. Others suggest themselves 
at once. The rate of interest is obviously the 
most important. 1 The wealth, population, and 
ainount of national debt all play their part. 
If the wealth of the nation is increased while 
population remains stationary, or if the popula¬ 
tion‘is increased proportionately to the growth of 
wealth—i«*other words, if the wealth per head 
increases while the population remains un* 
changed, or the wealth per head remains constant 
while population increases—the price of the public 
funds will tehd to rise. The same result follows 
if the funds are rcduced by repayment. These 
facts may be brought together by stating that 
the price will depend partly upon the preportion 
the national debt bears to the wealth per head of 
the people. The prospect of an increasé in the 
debt produces a depressing efíect upon Govern¬ 
ment stóck. 1 * 

1 ft should be obser^ed tha^ the prices of stocks do not 
vary proportionately to the rates of interest paid on them. u If 
a stock issued at 4 per cent. can be sold for j£ioo®pròbably it 
v&mid coiymaml less than ^200 if issued at 8 per cent., eyen 
though all other conditions rem^ined the same. 
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The price of funds will also be influenced by 
the state o| trade. It is well known that guaran- 
teed stocks bearing a Ãxed rate of interest fali in 
value during a boom in trade, when most.people 
are bent on investing in a form which will bring a 
return commensurate with the real or supposed 
profits of business, and rise in value during a 
period of depression, when secure investraents are 
in great demand. Further, such factors as the 
intervals at which interest is paid and the general 
attitude of Governments towards their obligations 
are reflected in the price. Interest at 5 per cent. 
pST anmun paid quarterly reprcsents a slightly 
higher rate than if paid in two instalmcnts a year. 
If a nation repudiated her debt, say, during a w'ar, 
she would afterwards find much greatei* difficulty 
im obtaining fresh loans. 

In the next place, the price depeftds upon the 
extent to which the funds possess what Gifíen 
called a “ free market.” The conditioli of a " free 
market ” is the presence of a considerable body 
of speculators who cleal in the particular stock. 
Where suçh a market exists the speculative holders 
respond much more readily to the other influenccs, 
which thus operate more strongly than would 
otherwise be the case. Again, special factors may 
call for consideration ; for>exaínple, until récently, 
,the powers of trustees in this country were 
sevérely limited, and when the flumber of trustee 
inve*stment§ was inCreased |he price of British, 
Consols suffered. The new War Loan níust be 
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repaid ín 1928, consequently the price of the stock 
representing it is higher than it would o\herwise be. 

Finally, a country which normaíly invests 
capital«abroad is able to borrow for Government 
purposes more cheaply than a country which 
normaíly imports capital for industrial enterprise. 
A Frenchman vvill not purchase Russian stock 
in preference to French stock unless the terms 
are distinctly more favourable. This last factor 
seems to play a more important part than has been 
generally realised, and, along with others which 
have been ignored by Mr. “Angell, should be taken 
into consideration in estimating the extent to 
which political insecurity reacts upon the prices 
of íunds. The factors above enumerated deter¬ 
mine thfcrfiean levei of prices from which the wave- 
like movements created by political events can be 
measured. If peace could have been guaranteed 
to Germany for a considerable period of years, 
while the general conditions (such as interest, the 
period for repayment, etc.) relating to the loans 
were identical, the price of^hcr funds would be 
brought much nearer to that of Dutch stocks. 
There would still be some margin between the 
prices, due to the difference in the dégrecs of 
“ economic maturity ” of the countries. 1 Indeed, 
it is jfrobable that the difference of in the 
pçices of the Three per Cents. quoted by Mr. Àngell. 

1 Germany now invests capital aforoad. ^ Ne^ r ertheles§ # she 
■ is still borrowing country/’ and will be until hei foreign 
investments exceed her indebtedness to other nations. 
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is accountyl for in this way. Mr. Angell should 
have compared lendiçg countries with lending 
countries when examining the extent to which 
military power reacted on the price of funds, or a 
lending witli a borrowing nation when both were 
strong in armaments. 

Since the cffect of military power upon security 
is really one of the main props upon which Mr. 
Angell’s case rests, it may be well, at the cost of 
reiteration, to examine his views on this particular 
point in greater detail.* He develops his case as 
follows : 

(1) If it is argued that the security of small 
States “ is due to the various treaties guaranteeing 
their neutrality, it cannot be argued that those 
^jeaties give them the poli tical power and ' con- 
trol ’ and ‘ weight in the councils of.the nations ’ 
which Admirai Mahan and the other cxponents 
of the orthodox statccraft assure us are such 
necessary factors in national prosperity.” We 
have already replied to this by showing that the 
insistence upon the of>en door policy by the Great 
Powers re*acts favourably upon the smaller States, 
so that the latter gain through the existence of 
military force which is not their own; and that 
in other cases the possibjJity»of inflictingunjury 
upon others by reprisals gives those small States, 

*of importance economic^lly, p«litical power as 
efíective for the purposes as that created by 
military strength. * * 

(2) “ Those who argu8 that the insecurity pf 

■ ■ ...E- wu.-:. ...d ■■ • 
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the small States is due to the intematic|ial treaties 
protecting their neutrality f.re precisely those who 
argue that treaty rights are things that can never 
give security! " This is no reply. The state- 
raent may be true of some, but it is not true of all, 
(3) In Mr. Angell’s view the real truth, as 
already indicated, is that “ the political security 
of the small States is not assured ; no man would 
take heavy odds on Holland being able to maintain 
complete independence if Germany cared seriously 
to threaten it. But Hollftnd’s economic security 
is assured.’’ It is true that no one would feel 
confident of the ability of Holland to defend 
herself against a German invasion ; but investors 
did feel copíident that international treaties would 
be honoured, and do feel confident that a German 
invasion woujd be opposed by others who signed 
the treaty, and who conceive their own safety to 
be bound up with the independence of the small 
States. And that investors do “ take heavy 
odds ” on the maintenance of Holland’s indepen¬ 
dence is clearly indicated, írf spite of Mr. Angell’s 
statement, in the price of Dutch funds. If, a 
yeax ago, it had been made clear that the indepen¬ 
dence of the small States had lost its importance 
to the f>tronger nations, ( the price of Dutch funds 
would have fallen considerably. Thus the political 
seturity of Holljmd, Belgium and Switzerland, ‘ 
and probably Norway, wa$ lârgely* dèpendent 
r upon the military strength of other Powers. If 
we had disarmed beforo the war, the national 
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credit of Holland would have suffered. Again 
security is given to some small States {e.g., 
Norway) partly by geographic conditions, but the 
geographic factor is becoming less important. 
Security against aggression from Europe is given 
to South American States by the force behind 
the Monroe Doctrine of the United States. 

It is truc that a comprehensive treaty between 
the States of Europe miglit, and probably would, 
enable each to reduce its armaments to but a 
small fraction of the çxisting strength, without 
endangering its security; and in this way 
economic progress would be accelerated. But 
the security of each would then depend, in the 
last resort, upon the coercive force of the federated 
States, i.e., upon the military force whith could 
Se brought by the group against a recalcitrant. 
And so we are brought back to the âependence of 
security upo|j military power. 1 Nevertheless, the 
new State would obviously be preferable to the 
old, for the security itself would be greater, and 1 
the cost of providinj* it less. 

There àre two kinds of security—that of peace 
and that of independence. Although clósely 
related they are quite distinct. We have not 
been in danger of losing our independence^to Ger- 
many or Frànce, but diJring recent years there 

1 It i$ not part pf ray work to dea! wth Mr. AngcU's view 
that ♦force ia, a dimimsbing factor, destined to disappeár. 
But I niay^express the oelieí that this argument rests on a # 
confusiòn of a rednctiòn of force wuh a change in it^maiiáer 
of operation. : . • . 
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was danger of war on a number ofç occasions. 
Withcmt the assistance of* other countries Den- 
mark would be quite powerless to resist Germany, 
who mfght possibly have annexed it without war 
as we comrnonly understand the term. A threat 
might be sufficient. So long as the independence 
of the smaller States (except Belgium) was beyond 
doubt, they were practically sccure against war. 
The danger of annexation to which they were 
exposed was also a danger to European peace. 
Rut the peace of Europe was also exposed to other 
dangers : the independence of small States was 
not the only possible cause of war. Hence the 
strpnger nations—the big brothers who would fight 
for the sipall ones, but also for other reasons— 
were necessarily less assured of peace than the 
small ones were of their own independence. The 
armament policy of the stronger nations brought 
greater seçurity to the smaller, non-military 
States than it did to themselves. Nevertheless, 
v as things were, the degree of political seçurity 
actually enjoyed by the strbng ones was largely 
due to their military or naval power. 



CHAPTER III. 

WAR AND THE CREDIT SYSTEM. 

In those parts of his books which cleal with 
moclern fmance Mr. Norman Angell shows, in an 
interesting and convincing manner, the susccp- 
tibility of modcrn credit transactions to the 
influence of political factors, and the difficulties 
which confronted the German Government during 
the crisis of 1911, through the depcndcncc of 
German industry upon French capital. But Tiis 
deduetions are not clear. It is somettraes con- 
aluded that hc believed vvar to be impossible. 
This is quite untrue. Nothing in* his writings 
seems to warrant such a conclusion. Again, some 
people are under the impression that a part of his 
case was that our credit strueture would collapse 
in time of war. Anc^ this is the impression that 
one mighí easily gather from a first perusal of 
“ The Great lllusion.” 1 For, aft^r showing that 
continuity of production in one country was an 
absolute necessity to another, Mr. Angell ^oes on 

1 In his latest boolc, " War an<f Loníbard Street," published 
after this chapter was written, Mr. Hartley Withers writes to 
*the effect that the war demonstrated the truth of Mr. Norman 
Angell's major premises, which * is to ttífc efíect that modern 
natiozfè are sp*closely knit together by the bonds of inter- 
national finance that they cannot go«to war without j$£icting 
enormous damage on themselves as well as on one another." 



38 THE ECONOMICS OF WAR 

to say that this “ vital interdependence is largely 
the work of the last forty years; ánd it has, 
during that time, so develóped as to have set up 
a financial interdependence of the capitais of the 
world so complex that disturbance in New York 
involves financial and commercial disturbance in 
London, and, if sufficiently grave, compels finan- 
ciers of London to co-operate with those of New 
York to put an end to the crisis, not as a matter of 
altruism, but as a matter of self-protection.'* 1 
He further quotes, apparently with approval, 
a French writer who argues tliat this financial 
interdependence not only has created an Inter¬ 
national solidarity, but was one of the principal 
causes which prevented the outbreak of war 
between France and Germany over the first 
Moroccan difficulty. This quotation, in tht 
absence of other evidence, might have been 
taken to suggest the probable consequences of 
war. 

On more careful reading, however, it becomes 
evident that he does not reter to the eífects of a 
State of war upon the financial relations of the 
nations. That 4 war would result in a collapse of 
credit seemed obvious to most people. But Mr. 
AngeUJs treatment of the financial consequences of 
çonquest and confiscation implies the belief that, 
at any rate in the early stages of war, there would, 
be little, if &ny\ interference with international 
finance. All his arguments telating to the e&ects 
i " The Great. Illusion/' p, 49» 



WAR AND THE CREDIT SYSTEM. 39 

of war are based upon the assumption of conquest 
and confis^ation. 

(1) In the first pla^e he assumes that, if the 
German army reached London and looted the 
Bank of England, the consequence woutd be a 
run on every other bank and universal suspension 
of payment. Since bilis held by foreigners could 
not then be met they would lose all their value. 

“ The loanable value of money in foreign centres 
would be enormously raised, and instruments of credit 
enormously depreciated ; prices of all kinds of stocks 
would fali, and holders.would be threatened by ruin 
and insolvency. German finance would represent a 
condition as chaotic as that oí Great Britain. Wlxat- 
ever advantage German credit might gain by holding 
Britain’s gold, it would certainly be more than qff-set 
by the fact that it was the ruthless action o*f the 
German Government that had produced tire general 
» catastrophe. A country that could sack bank reserves 
would be a good one for foreign investors to avoid : 
the essential of credit is confidence, and those who 
repudiate it pay dearly for their action ” (p. 51). 

What the result of such action by the German 
army would be is a matter for speculation ; th*e 
important point Is that the whole argument 
quóte<í is based upon the assumption that 
finance would continue praoíically on a peace 
footing during the early part of the war. Con- 
fiscation, not war, it is arguçd, producesthe mone- 
tary çrisis, destroys values, and shatters the credit 
System. But we know now thijt war makes trading 
with the»ehemy iljegal; that the outbreák of war 
resúlts in serious dislocatibn and loss, bngsaks down 



40 THE EC 0 N 0 MICS OF WÀR. 

the old system, and necessitatcs a complete re- 
organisation of our financial methods. r How this 
was actually done in Great,Britain and Germany 
will be shown in the next chapter. 

Mr. Angell provides a second illustration. He 
assumes the conquest and annexation of Hamburg 
by Britain and the confiscation of all property 
in the city. The Hamburg Government stock 
would losc almost all its value, while the value of 
stocks and shares in industrial enterprises would 
be completely destroyed. Since the lattcr are 
hcld by banks and insurance companics as col- 
lateral security the solvency of these institutions 
would be shattered, and, since German banks owe 
money to London, this country would also be 
invoíved. Moreover, confiscation would produce 
a monetáry crisis in Germany which in turn 
would cause the withdrawal of balances in 
London by German banks. Thus confiscation 
would prove a failure as the result of what 
Mr. Angell cails the intangibility of wealth. The 
drgument here again is based upon the same 
assumptions, namely, that property is confiscated 
by the conquering nation, and that duríhg the 
preyious stages ofc.the war the belligerent coun- 
tries traded with each other. 

The copditions which are stated to have made 
confiscation too costly ar<? of recent growth. In 
olden times, when tribes and nations were eco- 
nomically self-sufficing and property çonsisted 
mainly $ movable goeds, conquest wás accom- 
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panied by looting; and such looting was a real 
gain : theife was no rcaction. In later times, too, 
the conquest of savagt tribes by civilised nations 
was an advantage to the latter, since it enabled 
the surplus population to migrate and to*live in 
the conquered territories, when order had replaced 
disorder, under conditions preferable to those 
obtaining in foreign countries. But these factors 
are no longer operative in modern countries, 
which are fully occupied, whose civilisations are 
so firmly set tliat their character could not be 
sensibly modified, and«where modern industrial 
and financial conditions obtain. Confiscation of 
the kind already indicated would produce such 
violent and serious reactions that it would quiçkly 
defeat its own end. 

.(2) To those critics who urge that confiscation 
need not take the form indicated Mr. Angell 
replies that modern wealth is intangible in 
another sense, and that such intangibility makes 
other kinds of confiscation, such as a tribute, an % 
economic impossibility. While few would deny 
the futility of conílscation in the first sense, 
thcre seêms to be no economic reason for its 
futility in the second. Econ^fnically there is 
little difference between it and a voluntary con- 
tribution by, say, Australia of a battleshiji to our 
havy. Mr. Angell’s argúment on this point is 
somewhat unusual. t , 

He assumes, with,his critics, that Britons are 
reduced almost to a state*of slavery bj»their* 
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German conquerors ; that the workers are allowed 
little beyond the necessaries of life, aflid that the 
Germans seek to confiscai# the remainder of the 
nation's wealth, or dividends. But how can they 
do it ? ‘he asks. The nation's wealth, thanks to 
modem finance, is largely intangible; it consists 
of Services such as transport, travei, amusement 
and recreation, medicai attendance and the like. 
Moreover, the dividends are themselves created 
by generous consumption. Reduce the consump- 

tion of the workers and the dividends disappear. 

<£• 

" If the German taskmasters are to take tliese 
dividends they rnust allow them to be earncd. If they 
allow them to be earncd they must let the population 
live; as it lived before—spending their income on 
themselves ; but if they spend their income on them¬ 
selves, wiiat is there, therefore, for the taskmasters ? 
In other words, consumption is a necessary factor oi 
the whole thing. Cut out consumption, and you cut 
out the profits. This glittering wealth, which so 
tempted the invader, has disappeared. If this is not 
intangibilityr the word has no meaaing” (p. 58). 

We shall examine this doctrine in a moment; 
its coroliary calls for commeht first. If Germany 
could take npthing from us, then, sincê there is 
no necessarj? difftrence between confiscation and 
a gift—the former is but a " forced gift 1 —the 
United^ States cannot send food to Bélgians in 
their own country ; Australia cannot make a gift 
of warships to ELntain ; we cannot send clothing 
to Serbians. e * • * 

w Th^heory is baáfed upon an obyious fallacy. 
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It assumes either that the wealth of a nation 
consists \fholly of such Services as those indi- 
cated above, or that íill the wealth produced by 
a nation must be consumed within its own 
borders. Mr. Angell, we know, does not believe 
this ; nevertheless, the argument we have quoted 
implies it. What he seems to have in mind is 
the necessity for continuity of production ; any- 
thing which interferes witfK such continuity 
naturally stops the flow of wealth which consti- 
tutes the national incoine of goods and Services. 
Consequently the rnãhod of confiscation must 
obviously be adapted to the conditions of modem 
industry. But a proof of the necessity for a 
change in the method of confiscation is not a 
proof of the impossibility of confiscation. Ger- 
, many obviously cannot convey the Service of 
transport to her own people ; she cannot carry 
home the ifledical service without taking the 
doctors who provide it. But it is. not economi- 
cally impossible for her to confiscate a part of tt|f 
supply of engines, rails, etc., which would provide 
similar, transport Services to the Germans, or to 
tax the profits of medicai mei^so that better 
Service should be gjven to hef*bwn people. It is 
not economically impossible—nor would it be 
" futile"—to impose 4 a tribute of, 'say, two 
báttleships a year. Germany could become part 
of oür nation for purpqses of «onsumption, as far 
as* portablô com«aodities are concemed. And 
this is precisely what she* would be dClag if sfie 
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exacted a tribute. She would negotiate with our 
own Government, and the Governrrtònt would 
collect the money to pay foi the ships by means of 
taxation. Thus there is no real difference in the 
nature *of the transaction between the payment 
of a tribute and an indemnity or (for the time 
being) the export of capital. Tributes and 
indemnities, in their economic signiíicance, are 
but exports of capital where the exporter loses 
his right to such capital upon exportation and, 
conscquently, loses his claim for interest upon it. 
Mr. Ange.ll illustrates his aigument as follows :— 

" Hcre is a German manufacturei* selling cine- 
matograph machines to a Glasgow suburb (which 
incidmitally lives by selling tools to Argentino 
ranchcrs, who li ve by selling whcat to Newcastle 
boiler-makers). Assunhng even that Germany could 
transfer the surplus spent in cincmatograph shows to ' 
Germany, what* assurance has the German mami- 
facturer in question that the enrichcd Germans will 
want cincmatograph íilms ? They may insist upon 
champagne and cigars, coffee and cognac, and the 
Çrench, Cubans, and Brazilians, to whom this ‘ loot' 
eventually goes, may not buy their machinery from 
Germany at all, much iess from the particular German 
manufacturer, but in the United States or Switzer- 
land. The redis>ibution of industrial rôles might 
leave German indÍ 5 try in the lurch, becausc at 
best the rnilitary power would only be controlling 
one section of a coinglex operation, one party to it 
out of many." 1 e 

V 

The cssential parts of this quotation may be 
paraphrased as follows : If tlje residen|s of the 

1 “ The Greaí Illusion,'* p. 59. 
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Glasgow s-fburb handed over to Germany all their 
money now spent in bttending cinemas, instead 
of (indirectly) that part which now goes in pay- 
ment for the appliances, the German iflachine 
and íilm makers might lose their occupation, and, 
consequently, Germany as a whole would bc 
worse off than before. Mr. Angell implies there 
would not then be enough work to "go round" 
the German nation. It is an ancient íallacy, 
which one imagined to liave bcen long buried, and 
beyond hope of resursection. One might, with 
equal truth, say that the receipt of interest on our 
foreign investments results in loss of work to our 
workpeople, since they might have been making 
those goods which now come to this country in the 
^form of interest payment. 

Mr. Angell elsewhere 1 States thaj 

“ it is evident wc have herc, on the very first analysis, 
two fundamentally important featurcs.in which the 
early prc-economic statecraft would quickly prove f 
unworkable in our day, in which the motives dictating* 
the rclationship of St*tcs are subject to great modifi- 
cation. ,It is merely silly to argue (and yet I have 
heard it argued by a great University^professor) that 
there is no change. All that renjftiríS in doubt is the 
clegrcé òf change and its direction ; whether it has 
mpved sufficiently far as yet to reach a condition 
which makes military power economically fulnle, as 
I have declared." * 

That there have been changes n <5 one would deny : 
that these* efianges *necessarjly make confiscation. 

1 " Fouadations of International Polity,” p. 98. 
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íutile and tributes an economic impoiábility, as 
Mr. Angell argues, is not trile. Industrial changes 
have merely necessitated a new method of 
exactidn. 

(3) In the chapter entitled “ Credit and Inter¬ 
national Relations ” of " Foundations of Inter¬ 
national Polity," 1 Mr. Angell indicates two 
important results which follow upon the develop- 
ment of international finance, and the vital inter- 
dependence of industrial nations. The first of 
these is the impotence of a conquering nation in 
changing the established order to its own advan- 
tage. To prove his point he assumes that a 
modem nation adopts the colonial policy pursued 
for three. centuries by Spain. The Spanish 
colonies bf South America were bled of their gold 
and other valuable possessions for the benefit of' 
privileged groups in the Mother Country. 

" All goods. had to be taken to certain.centres and 
^there shipped in a certain way, this sometimes in- 
volving mule transportation thousands of miles out 
of the direct route; and this wis merely a detáil.” 

Naturally this was not a profitable pòlicy; in 
spite of its weaithfjf gold Spain remained one of 
the poorest countries in Europe. But the effect 
of suçh*R policy became evident only after a long 
period had elapsed. Tht plentiful süpply of gold 
was the evident fact; and this, to the crude 
mercantilists of the time, wa^ evideuce.of wealth. 

* ' + t ' ■ ^ 

1 Most óf it appears also in " The Great IÜusíon " under the 
title oi M The Bearing of Hecent Histpry." 
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The more Ithis policy was enforced, the poorer 
Spain became. ) 

Mr. Angell then describes the effects of a similar 
policy introduced under modem industrial con- 
ditions. 

" Now, imagine a modern Spain ” (he writes), 
“ responsible for the policy of a modern ‘"South 
America, developed industrially and financially to a 
high degree. We should best understand the relation- 
ship, perhaps, if we could imagine the American 
Revolution not having taken place, and Great Britain 
still ‘ owning,' in the fneaningless phrase of our 
polities, North America, and then imagine Great 
Britain to-day trying to introduce the sort of policy 
which Spain enforced during three hundred years in 
South America : enacting in Parliament, for instaftee, 
that every mine and oil-well in the United States 
should pay a tribute of 80 per cent. to certain mono- 
•polists in London ; ordaining that all cotton coming 
from Louisiana and destined for Larfcashire should 
first be taken to Winnipeg and there pay a special 
octroi tax, and then be handled by certain privileged 
firms, shipped in certain privileged ships at certain 
fixed rates, and arriving, shall we say, at Deal, 
because that happen%d to be the seat of another 
monopolist, be brought inland, shall we say, to the 
town of Derby, because that happenec^to be the seat 
of a business having influence wijíi «ie Government, 
and from Derby shipped to Manchester. You know, 
of coursc, that an Act of Parliament of that kind, 
merely a paraphrase of the sort of legislation enforced 
by Spain on South Amerífca during three hundred 
years, if passed to-day, would preçipitate a financial 
crisis, first in America, but immedkftely after in Great 
Britlin, wlticlf would involve tens òf thousands bf 
business men in London, havmg, at first Síglít, but 
the remotest èonnecfion with the interests invólyed. 
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and would practically annihilate a gr^t national 
business in Lancashire—on çvliich thousands of our 
countrymen depend for food. No man would know 
whether he would íind his bank closed in the morning 
or not*" 1 

Mr. AngelFs argument seems to be open to two 
serious criticisms. In the first place the cases 
cited by him are not analogous. Spain*s colonial 
policy produccd its hannful effects through 
continuous operation ; it was the constancy of 
its application which wrought such evil. In the 
other exaiírple the evil is produced by the sudden 
departure from a policy so long established that 
vested interests have grown up around it. If, 
befbre war broke out, all European nations had 
suddenly abandoned their armament policies, no 
less serious a crisis would have ensued than that 
which Mr. Angell describes above. But it does not 
follow that disarmament is bad policy ; it merely 
follows that*a suddcn changc of policy is bad. To 
make Mr. Angeirs illustrations parallel one would 
need to assume that Britais policy had been 
pursued from the earliest days of the .colonies. 
But no financia) crisis would now take place ; the 
Lancashire indusTry would not be annihilated, 
because it would have developed in quite another 
way, v and, undoubtedly, to but a much smaller 
extent—in other words, there would exist no 
national cotton industry to be annihilated. The 
tens of thousands of.Londo^business inen would 

t. < • 

1 “ Foundations of International Polity/V pp, 106—8. 
The italics are mine.—J. H. J. - 
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not be in financial straits. Mr. Angell compares 
the permanent effect 4 f a long-continued policy 
in the one case with the momentary effects of a 
sudden and violent change in a long-estaMished 
policy in the other. Consequently tlie analogy 
is false and the comparison uscless. If it be 
urged that Spanish policy was modiíicd from 
time to tifne, the reply is that either such 
modification was unimportant relatively to the 
policy itself, or the change, if relatively im- 
portant, did produce thg serious and immediately 
perceptible results, which are lost to us bccause 
they were not recorded, not because they were 
produced slowly. 

In the second place, no conquering nation would 
be so foolish as to adopt, and quite without warn- 
Ing, the policy outlined by Mr. Angell. Conse¬ 
quently his example of modern statecraft possesses 
no practical value. If Germany conquered 
Canada, she might and probably would modify 
the economic policy of the colony, with the object 
of securing a gain forlierself . Whether or no such 
gain be possible, such a change of tariff policy 
would be introduced graduallyjjf trtf are to credit 
Britain or Germany with any wisdom in economic 
matters. No violent changes affecting every 
industry would be enforced suddenly and wiíhout 
1 warning, except, possibly, for political purposes, 
in which c3.se; the eçonomic loss suflered would 
• presumably be cheerfully berne for the*gjjeater 
political gain to be achie^ed. And changes intro- 
> e.w v ■■ ■ e 
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duçed gradually and after duewarnin^ would be 
discounted, and would thufc produce their efíects 
slowly. Consequently, there would be little 
danger of financial panic and a monetary crisis. 
The United States has changed its tariff policy 
four times during the last quarter-century, 1 but 
none of these changes can be said to have created 
a panic, although the McKinley Act of 1890 did 
probably contribute to the serious financial unrest 
of the time. 

The second result of the growth of modern 
finance is shown by means of an illustration. Mr. 
Angell points out that when, in 1911, war almost 
broke out between Germany and France, the prices 
of stocks on the Berlin Exchange fell, and German 
banks were seriously cmbarrassed. Frcnch 
capitalista, who had invested largely in German* 
securities, sold rapidly. In the end the German 
Government yiclded to the pressure of German 
financiers arfd business men, who were threatened 
'with ruin, and war was averted. The history of 
this political crisis and its» efíects on German 
business is highly instructive, and shows three 
things, one ofwhiçh is the particular point which 
Mr. Angell appears to be dealing with, namely, the 
sensitiveness of the world of finance to changes in 
the political relations of nations. The others, 
which Mr. Angell does not refer to, are—(a) the 
financial loss incurred through prolonging djplo- 

1 Acts ífmending the tarifís were passed in 1890,1893,1896, 
and 1913. . * 
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matic riegtftiations, through dclaying thc 
actual declaration of war ; (6) the disadvantage 
suffered by a debtor nation, contemplating, war, 
during this period of delay. Gcrmany learnt her 
lesson : the political crisis of last year dcveloped 
so rapidly in the sumrner that French capitalists 
were unable to realise many of their investments. 
The German Government recognised the necessity 
for rapid mobilisation in the financial as well as 
the military sense. Once war was dcclared foreign 
capitalists were practically helplcss. The laws 
enforced in time of pcace were no longer 
operative. 

We have been compelled to follow a zigzag 
course through this chapter ; it was nccessary to 
do so in order to examine Mr. AngclTs views upon 
tlie relations of war and credit. It jnay be well 
to bring the particular propositions togcther. 
The chiei difficulty is to discover Mf. AngelTs 
main thesis. He shows quite clearly that if a 
war cloud appears on the horizon financiers grow 
nervous, and the money market and stock 
exehange are affected. The capital values of 
industrial undertakings and the «prifes of Govern¬ 
ment funds fali; credit institutions may suffer 
through the actions of their creditors or, the 
financial position of their flebtors. And the dis- 
location of finance is wojld-wid«. So far Mr. 
Angelk is undoubtedly right. But these are 
truths which have been fulíy appreciaftd^ for 
many years. 1 ■ 
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He also attempts to piiove that tlte financial 
interdependence of modenrStates doés not permit 
a nation to modify the economic conditions of a 
vanqmslied rival. His illustration was fantastic 
and his comparison of the past with the present 
(Spain with Great Britain) misleading. Nations 
do modify their own economic policies from time to 
time, without the financial conscquences indicated 
by Mr. Angell; and it is urged by the Conserva- 
tive party that the economic policies of Great 
Britain and her colonies should be modificd in the 
immediate future. Whethcr this would be a gain 
or loss to those concerned is irrelevant at this 
point. 

Mr. Angell further holds that confiscation would 
create a loss for which the confiscated propcrty 
would not bq adcquate compensation, and that a 
tribute is an economic impossibility. These are 
conscquences of the changcs which have made 
wealtli “ intangible.” He uses the word “ in- 
tangibility ” in two senses. In one place " in¬ 
tangible wealth ” means exchange value or price 
(mainly capital value) ; in another it means 
Services, such r 'as», those rendered by an actor or 
lawyer. Wealth has become intangible, he argues, 
thropgh changes in economic organisation of which 
; banking is the final expression ; but he does not 
scem to realise that capital values and Services are 
quite independent of banking in <the sense that 
they* ntay exist wifhout it. Banking has facili- 
tated economic devclopifient. We foimd that the 
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changes iil economic «organisation call for new 
methods of exacting tilbutes, and probably lirnit 
the goods capable of direct confisca tion to a smaller 
proportion of total wealth than before. Fsr the 
nation's wealth consists of capital goods, such as 
factories and houscs, which cannot be carted 
away, and of a llow of wealth and Services made 
possible by the utilisation of such capital goods 
and the people of the country. But it was shown 
that confiscation or tribute is still possible, and 
need not be followed by the undcsirable results 
indicated by Mr. Angell. The method alone is 
changed : it is now neccssary to redirect the flow 
of wealth. The German army appears already 
to have confiscated property and gold ’ in 
Belgium; and, if the Germans were victorious, 
«t is unlikely that such confiscation would 
react unfavourably, in the economic scnsc, upon 
them. 

Finally, the strangc conclusion wa§ arrived at 
that, contrary to popular belicf, Mr. Angell does * 
not argue that warfcíre would destroy the credit 
System. On the contrary, his contention that 
conqúest, if accompanied by con£scation, would 
do so is based upon the implicit assumption that 
it had not already been destroyed. It implies 
that financial operations #were conducted, dfuring 
the early stages of war, by German bankers in 
Londpn aijd t Britislj bahkers in Germany. It 
will be shown in the next chapter that a%sqpn às • 
war broke out financiql business between the 
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bélligerent nations ceased except in |o far as it 
could be carried on surreptitiously, through the 
agency of neutrais. On the whole, the chapters 
on Fiaance are araong the least eonvincing in the 
two books. Mr. Angell seems to liavc missed 
the obvious, and, for this rcason, much of his 
argument falis to the ground. 



CHAPTER IV. 


THE IMMEDIATE FINANCIAL EFFECTS OF 
THE WAR. 

A. Great Britain. 

Since Mr. Angell wrote on the effects of war 
and conquest upon the credit system the money 
market has witnessed an upheaval far beyond the 
dreams of speculators. And it goes without 
saying that what really happened in the woríd of 
finance was precisely what fcw expected, although 
the predictions of a writer in the Roimd Table, 
about two years ago, were partly fulíilled. It 
may be well to complete the examination of Mr. 
AngelPs views on finance by describing briefly 
the effects of the outbreak of war upon the bankS 
and finance houses «f this country, and, as far as 
they can be ascertained, upon credit in Germany. 
It is obviously impossible to chscuss adequately 
the many financial problems^breated by the war. 
Sueh a discussion would call for a lengthy volume 
of a highly technical character. 1 Since this book 

1 Th© reader who desires to know irpre about the history 
of tt^e crisis than can be described here will find much vaíuable 
material in lhe £cónotniJf and Slatist. Mr. J. M. Keynes' articles 
in the Economio Journal (Septenfber and Oecembeu) are iii-* 
vaíuable as & criticai surv|y of the position of the banks* 2 
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is written for the general rcjider, it seenfe necessary 
first to describe those fèatures of banking, in 
normal times, which are relevant to the examina- 
tion the chief financial effects of war. 

Credit is a term which eludes definition. For 
our purpose it may be regarded as the privilege 
of using the money or purchasing power of 
another person for a stated or indcterminate 
pericd. The most essential feature is confidence 
on the part of the person who supplies the pur¬ 
chasing power, i.c., of the lender, in the ability 
and intention of the user'to repay. The ability 
of the user to do so depends upon the manner in 
which he eraploys his loan, or on the value of the 
secnrity which he offers. A bank is a médium for 
focussing and facilitating transactions in credit; 
it collects and redistributes purchasing power.' 
When A. deposits cash with his banker he buys a 
claim upon the bank for that amount of money 
or purchasing power. He is a “ depositor ” by 
Virtue, not of the money which he surrenders, but 
of the claim which he buys vftth it. He pays for 
the claim in advancc. When B. borrows money 
from the same jpanker he, like A., purchases a 

while an unsigned article in the September number of the 
Round Table givcs an intcresting account of the crisis and the 
way in which it was met. Since the lectures of which this 
chapter rs a summary were d^livered, Mr. Hartley Withers 
has;. publishcd a characteristic book, “ War and Loxnbard 
Street,” which givesjhe most satisfactory account I have 
seen of the breakdown of the foréign exchanges. The Jan^ary 
number of the Journal of the Royat Statistilal S òaety àlso 
%rontains*a Urief account of*the f oreign exchanges during the 
Jast few mpnths, 4 



FlNA>jpiAL EFFEfcTS OF THE WAR. 57 

claim upoí! the bank, jmt undertakes to pay for 
that claim at some íutare date ; and in the mean- 
time deposits somcthing of value with the banker 
to secure the latter against possible loss» By 
virtue of the claim he possesses, B., like A., is 
a “ depositor.” Thus a depositor is one who 
possesses a claim upon the bank, and deposits, 
which, of course, are greater in amount than the 
cash deposited, represent liabilities or claims 
which the bank may be called upon to meet. The 
main assets are the cash, together with the 
securities deposited by í:hose who, like B., pay for 
their claims at a later date. 1 The banker is able 
to sell claims upon the bank to “ borrowers ” 
because (a) the group of which A. is the repre¬ 
sentativo— i.e., the cash depositors— \Vill not, in 
•normal times, utilise more than a fairly deíinitc 
proportion of their claims; their *cash deposits 
represent savings, and the proportion of unin- 
vested savings left on deposit with bankers is 
fairly constant; (b) the claims of the group of* 
which B. is the representative— i.c v the " bor¬ 
rowers,” using the term in a very wide sense—do 
not represent more than a fairly^definite demand 
for cash. All depositors migfã make their claims 
effective at the same time; and, even if the cash 
depositors alone did so, # the bank would yot be 

1 I purposely neglect the various kiids of dealings with 
custoçiers apd Jheir difíerencês from the legal standpoint; 
for in this connection I am merely concerned to show their 
essential economic features, and to give the míniiftuixMhat is • 
needed to çomprehend the na Jure of the panic of August. 



able to meet them. But tkperience—fepon which 
banking, like insurance,is based— shows that they 
do not all demand their money together. And 
this r&akes it possible for the banker to redistribute, 
in the way oí loans, the surplus cash of A. and his 
fortunate brethren. Nevertheless, the bank must 
be prepared to meet A.'s claim when it does 
appear, and, meanwhile, to fulfil his agreement 
with B. For A. only refrains írom claiming his 
share so long as he is coníident that he can obtain 
it on demand. He acts on the principie “ If you 
can pay me, I don’t want my money ; but if you 
can’t, I do.” The necessity for retaining sufficient 
reserve to keep A.’s mind at case limits the power 
of the bank to lend to B., and determines largely 
the character of the loan which is made. The 
credit system rests on confidence ; and anything» 
which shakes tonhdence tends to bring A. and his 
group to the bank clamouring for a settlement of 
their claim^—í.c., for cash. If too many come 
‘together, the bank may be unable to meet its 
obligations. t The bank, therefore, needs to keep 
an adequate supply of cash at hand*to meet the 
possible deman^s of the cash depositors during a 
period of stress, as\vell as ” till money ” to meet 
the daily needs of all classes of depositors. 1 The 
greatef the amount of^transactions settled by 

1 A manufacturer cashes a cheque íor a big amount on 
Friday or Saturday to provida money of small denomination 
for the payment of wages. This tífcmey íintls its way* bàck 
v to the banfe on Monday <A* Tuesday viâ the grocer, bútcher, 
publicaii, etc. # 
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cheque, tl!e less, otlvjr things being cqual, the 
need for cash. 

Cash lying idle in the vaults of the bank repre- 
sents dead loss; it might have been egrning 
interest as a loan to a borrower. The banker is 
thus controlled by two motives vvhich conflict. 
The one is to retain the complete confidence of 
his customers by holding more than an ample 
reserve in cash; the other is to earn as much 
profit as possible by reducing reserves to the mini- 
mum consistent with safety. The rcsult is a com- 
promise, which is seen by examining the credit 
side of the balance-sheet— i.e., by obscrving the 
ways in which A.’s money is utilised. In the first 
place, a reserve in actual cash must be ktpt. 
Part of this is deposited with the Bankof England, 
for reasons which we need not discuss here. In 
the second place, the bank invcsts some of its 
money in gilt-edged securities. Since these can 
easily be sold on the Stock Exchange, they are, 
normally, almost as good as cash. Investmentí? 
are thus “ liquid assíts,” which, at the same time, 
are a sourae of proíit. In the next place, the 
bank lends money " at call ” or " short notice ” 
to brokers on the Stock Eafchange, and to dis- 
count houses or bill brokers— i.e., it lends money 
at low rates of interest to these firms on the^under- 
standing that it may cafl in the loan immediately 
or in a few days. Suchioans, tfterefore, provided 
the firms* remain s&lvent, gre almost equivalent, 
to cash in hand. Thus, in addition to cash 
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reserves, the bank has ot^er reserves *which can 
be converted into cash in a few days, Advances 
to industrial enterprises, Stock Exchange dealers, 
private customers, etc., íorm the largest item 
among the loans ; and these are not regarded as 
“ liquid.” They represent assets which cannot 
always be quickly realiscd. 

The remaining loan transactions are directly or 
indirectly connected with bilis of exchange, and 
these need some explanation. Economically, and 
under normal conditions, there is no essential 
differencc between a bilí of exchange and a 
promissory note; and perhaps the best method 
of approaching the former is by way of the 
lattf r. Macdonald, a Scottish boot manufacturer, 
sells boots dhd shoes to Williams, a London dealer, 
who, working with a scanty supply of capital, 
cannot make payment until he has in turn dis- 
posed of part of his stock. But Macdonald is 
equally short of cash, and dcsires payment at 
bnce. Williams thereforc sends him an I.O.U. 
(dated two inonths later), wlsich is taken to the 
local branch of a Scottish bank. The banker 
has confidence iq Macdonald, his customer, but 
none in the nonentitV from London, and so refuses 
to buy the note at its present value unless some 
well-kqown London firm, such as Hindenburg, 
becomes guarantor. Williams approaches Hinden¬ 
burg, who, confident of the ability ofjthe boot 
,dealer t> to ( pay, consents (for a commission) to, 
guarantce the payment of< the note on maturity. 
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And when the day arrlves Hindenburg advances 
the payment and collects the moncy himself from 
Williams. His name is so valuable for tliis 
purpose, and he receives so many appliortions 
for its use, that he finds the commissions provide 
him with a comfortable income ; conscquently he 
makcs this his calling, and devotes his time to 
examining the stability of the applicants. In this 
way those worthy of assistance are given the 
credit they need, and are allowed to trade upon 
his name and reputation. The important point 
is that the promissory note aequires its value to 
the bank through the guarantee of a firm of 
repute. 1 

Now the mechanism of the bill of exchange is 
not that of the imaginary note descríbed above, 

9 but the complete transaction possesses precisely 
the same economic significancc. 4 Hindenburg, 
by arrangement with Williams, writes a letter to 
the Scottish manufacturer empowerihg the latter 
to draw a bill upon himself (Hindenburg). Mac- 
donald is the draweí 9 and Hindenburg the drawec. 
The Scottish bank, having secn Hindenburg^ 
letter, now buys the paper, an<J Macdonald thus 
gets his money. The bill is^sent to the London 
agent, who presents it to Hindenburg, and the 

4 * 

1 Readers of Mr. Hartley Withers* books will have noticed 
that my account oí this imaginary note»is a poor copy of the 
authjêr 3- d^cription of # the l?ül of exchange. The modem 
Bagehot múst pay the penalty oj fame. Who, having read 
his works on finance, can wríte or lécture except # in iluitatíon * 
of his method ? * ; 
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latter, by signing his name, kignifies his acceptance 
and becomes the acceptor. The bill is now 
complete, and is sold at a price determined by the 
curreift rate of discount to a discount house. 
Again, be it observed, the bill is negotiable by 
virtue of the reputation of the accepting firm. 
Macdonald and Williams have disappeared for 
the time being. 

Discount houses are merchant firms whose 
merchandise consists of bilis of exchange. 
Usually they borrow monpy from the banks to 
enable them to carry on a larger business than 
their own capital would permit. Thus the liquid 
assets of banks consist partly of loans to discount 
houses. Some of the bilis are held by the brokers 
till they reach maturity, when they are naturally 
presented to the accepting houses, who meet 
them and, in turn, recoup themselves by obtaining 
payment from Williams. The latter may be a 
^íew York or*Berlin dealer, not a Londoner ; and 
Macdonald may be a Canadian farmer, not a 
Scottish manufacturer. An “exporter of goods 
from Sweden to Holland may draw â bill on a 
London accepting house, because such bilis arò 
negotiable anywher^ and will certainly be dis- 
counted in London, the world’s financial capital 
being a " free market fof gold.” Thus London 
finànces a consid^rable part of the foreign tráde 
of the world, even when "such trade «is not with 
this coTB.ntry. * 

S«-'me of the bilis—the tfest—are purchased by 
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the banks, and form an asset somewhat less liquid 
than those already mentioned. Banks select 
their bilis in such a way that theyihature regu- 
larly— i.e., so that a steady flow of money refcnrns 
through the maturing of the bilis. This constant 
circidar motion of money and bilis makes it easy 
for the bank to strengthen its reserves by refusing 
to rediscount some of or all the bilis which they 
usually take up. In this way it throws a dam 
across the stream and creates a fairly deep pool. 

Finally, the modem bank has taken to “ accept- 
ing ” on its own account*. As an acceptor of bilis 
it incurs an obligation to the holder, so that 
acceptances are liabilities. On the other hand, by 
accepting on bchalf of Williams and otliers, *it 
makes these firms its debtors, so that their debts 
«n account of acceptances represent an asset of 
the same amount as the correspondiüg liabilities. 
It will thus be seen tlxat the position of the bank 
depends partly upon the financial stability of the 
discount houses ; that the stability of the discount 
house depends mainlympon the financjal strength 
of the accepting houses, and that the strength of 
the accepting houses depends upon the solvency 
of the ultimate debtors, the pvrchasers of goods. 
And if these are in foreign countries, it depends 
upon the ability to send payment to Loçdon. 

. Anything which seriously interferes with this 
payment to the acceptorsaof bilis feacts upon the 
banks as lendérs to discount houses, as hgld^rs of 
bilis, and as açceptors. #The existence of ineam 
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of payment depends upon continuity of produc- 
tion and sale, while that of externai facilities 
depends upon the maintenance of peace, or, 
duriríg war, the control of the seas. 

We are now in a position to examine the 
financial panic created by the war and prospect 
of war, and to understand the measurcs taken by 
the Government to deal with it. 

The drarnatic history of the money market 
during the fortnight following the Austrian ulti- 
matum to Scrbia and the nccessity for Govern¬ 
ment action become intelligible to those of us 
who are laymcn when attcntion is fixed upon the 
position of the joint-stock banks. One of their 
needs, as already indicatcd, is to maintain a 
considcrabie proportion of their assets in a 
** liquid ” forni, so that the claims of the depositors,* 
evcn in time of stress, may be readily met. The 
net efíect of the political situation —first the crisis, 
and afterw&ds the outbreak of war—was, on the 
one hand, to solidify or make unrealisable those 
assets whicli^the banks had teoked upon as quickly 
convertible into cash, and, on the other (and 
partly as a resi^lt of the first), to create alarm 
among the banker$lest A. and his group should 
become panic-stricken and clamour for their 
cash., 4 

In the first place, the feeling of unrest, intensi- 
fied by the ultimatum/ reaçted ujjpn^the *stoek 
* exchangos, and also eaused the foreign exchanges 
to hreak down, so that wjthin a week remittances 
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could not be sent írom one country to another. 1 
Holders of securities sold rapidly and prices fell 
heavily. Apparently Berlin and other Con¬ 
tinental banks endeavoured to realise tifose 
securities which they held—partly for strategic 
purposes—as reserves. Moreover, other holders, 
speculators and investors, sold because they 
feared worse niight follow, and so developed an 
affection for cash. The consequence was that in a 
few days all the Continental bourses werc closed, 
and London and New York alone remained open. 
Naturally— and especially as the political crisis 
was rapidly growing more acute—masses of 
securities were unloaded 011 these exchangeç, 
which were compelled to close (on the Saturday 
before Bank Holiday) as a measure of protection 
t& their own members. 

The banks were affected in two ways—through 
their loans to the Stock Exchange and as inves¬ 
tors in securities. Brokers holding pufchases on 
behalf of foreign clients could not receive payment, 
and were therefore unable to repay their loans to 
the banks. A*gain, the securities held by the 
banks for loans to brokers shrank jn value. The 
loan normally obtainable on sfccurities depends 
upon their market prices; a margin of about 10 per 
cent. is insisted upon to seçure the bank against 
a fali in price, Thus £100 Govejnment stock 
quoted at 8o % wiU be reg^rdefl as sufficient security 
for a loan of about £70. If thh price fallsM:o yo, 

1 See p. Sô. 
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the borrower must find other cover, or redeem 
part of the loan. This is oíten done by selling 
some of the stock. 

The serious fali in values on the Stock Exchange 1 
placed many borrowers in Qucer Street; and 
these were saved by the closing of the exchange. 
The banks—some of whom had not inspired con- 
fidence by their attitude towards Stock Exchange 
clients—could not insiston more cover, sincèthere 
were no ofíicial quotations for the securities. Nor 
could they sell the securities themselves, sinee 
there was no market. 

Finally, they could not sell their own invest* 
mcnts. Thus two liquid assets—short loans and 
ihvestments—lost that very characteristic which 
made thfem so desirable from the banker's point 
of view. And to that extent the position of the 
bank, in thè face of possible panic demands from 
the depositors, was weakened. 

In the second place, the position of joint-stock 
banks was made precarious by the effect of the 
collapse of the foreign cxchanges upon the bill 
market and the reaction of the pohtical situation 
upon the prospects of trade. The acceptor of â 
bill expects to be çalaced in funds by the client for 
whom he lias acted. Many of these debtors or 
cliepts, as already stated, are foreigners, who 
? cancel their debts, under ordinary circumstances» 

I 1 

1 The average fali for a mass âí seçuritfes ^as a flttlé ovéjr 
' 5 p«r cflfeit during th^week following the I th© 

fáll ín Consols was slightly a£>ove the average. 
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by means of bilis on London purchased from those 
who have sent goods to this country and are 
therefore our creditors, but occasionally, unjler 
spèciai circumstances, by sending gold. But 
before the end of the last week in July it became 
practically impossible to send remittances to this 
country, so that much of the circulating capital 
oi the accepting firms was lost for the time bcing. 
Moreover, the outbreak of war between Rússia and 
Germany, and the subsequcnt entry of the other 
nations, made doubtful.the solvency of home 
debtors—Williams & Co.—who had been accus- 
tomed to rely upon the acceptors, so that the 
latter were also in danger of losing considerably 
on home bilis. The effect was two-fold. . Accept- 
ing houses could not undertake fresh business in 
tfllls, so that our trade, vvhieh is so largply financed 
in this manner, was in danger of serious dislo- 
cation. Moreover, discount houses jvould be 
seriousiy injured if the accepting houses failed to 
make payment on maturity, and would thus find 
it extremely difficult, i? not impossible to repay 
their loans to*the banks. The banks were thus 
affected in three ways—(1) as acce^ors they would 
becalled upon to meet bilis on nfaturity, but could 
not expect to be repaid by all their debtors, for 
whom they àcted ; (2) as hplders of bilis accepted 
by the chief accepting firms, they wcaild be injured 
where tbe latiteii proved una*ble to meet those bilis 
on maturity; (3) as lenders tb discount RouSes, 
they would be injured wh8re the latter had betfis-* 
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made ihsolvent through similar failure on the part 
of the accepting houses. All three classes of 
as^ets were frozen, and so could not be relied upon 
in the emcrgency. 

Consequently those joint-stock banks which 
pursued a short-sighted policy, while endeavouring 
to realise as much as possible of the above assets 
(thus adding to the embarrassment of the other 
sections of the financial community), did three 
things. First, they drew upon their reserves in 
the Bank of England,. and so increascd their 
individual holdings of gold and Bank of England 
notes (which are legal tender). Secondly, they 
refused to discount any more bilis and called in 
their loaps to discount houses. Consequently the 
latter were compelled to have recourse to the Bank 
of England, which never refuses to discount a gocfd 
bill, although it may increase its charge for doing 
so— i.e., raise the rate of discount. 1 One would 
expect to fmd that these joint-stock banks, so 
solidtous of the welfare of their cash depositors, 
would bate treated the lãtter handsomely. But 
such was not the case, for (thirdly)” they curtailed 
payment of go’d over the counter. Their custo- 
mers, whenever possible, were handed bank-notes 
on the Friday before Bank Holiday. Nowa bank- 
ç note (which is alwaysiconvertible into gold at the 
Bank of England) is an extremely incpnvenient 

t 

€ « ; ti v. ' 

x «Ifc appears that tho Bank of England iàiscouhted bílis 
to thç value of ^14,000,00$, in two days» maihly iii cónse- 
of the action oí such banks, 
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form of money for holiday pürposes, and quite 
unsuitable for paymcnts of wages and small 
debts. So great was the need for coins of small 
denomination that on Friday afternoon zmd 
Saturday morning large crowds of those who had 
received paper the day before appeared at the 
Bank of England to change the notes into gold 
and silver. Thus some of the joint-stock banks 
helped in three ways to drain the gold reserve of the 
Bank of England. This reserve, which on Wednes- 
day, July agth, amounted to £27,000,000, was 
reduced by Friday, August 7th, to £10,000,000. 
It is doubtful if there was a serious run upon the 
joint-stock banks ; 1 but some of the joint-stock 
banks certainly acted towards the central institu- 
tion as they expected their depositors vtould act 
tewards themselves. 2 The result was a violent 
upward movement of the Bank of Ehgland rate 
of discount, first from 3 to 4 per cent. (Thursday), 
then to 8 per cent. (Friday), and ultimately, on 
the Saturday, to 10 per cent. The declaration of 
the 10 per cent. Bani# rate was the^signal for 
Government mterference. Such, then, was the 
position over the holiday week-end. In a week 
the storm had wrought grejter havoc upon 

1 In view of the holidays there was naturally a greater 
demand than usual for cash. á 

• a The writer witnessed “ runs on three banks in Rotter- 
dam on Bank Holiday. Barriers were ercctcd outside the 
buildings^ and fhe jpolice g-jjardetá the premises. But these 
" runs ■ were âaid xo.be due to the sgarcity of silver which, 
ap^irently, tbe Dutch working-class families suddetify b^gan 
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finance and commerce than anyone had dreamt 
possible. So great is the interdependence of 
nations that mere suspense destroyed completely 
th? delicate fabric of world credit. A new and 
tougher one had to be substituted without delay. 

The problem which faced the Government was 
two-fold. The banks required assistance to meet 
a possible panic among depositors after the Bank 
Holiday. Moreover, it was necessary to sécure 
continuity of trade by preventing the complete 
destruction of the financial machinery by which 
it is carried on. The primary need of a bank 
during a crisis is a plentiful supply of currency in 
which the depositors have complete confidence, 
and which, therefore, they will accept without 
hesitation. Gold is, of course, the perfect cur¬ 
rency in this respect. Hardly less acceptable te 
the Bank of England note, which is regarded as 
being practically State-guaranteed paper. But 
the issue óf such notes (except as a substituto for 
cash deposited) is limited, by the Act of 1844, to 
an amouHt which now Veaches approximately 
£18,500,000. The Government coúld províde the 
banks with all ,fhey needed in one of two wâys— 
by suspending the Bank Act and permitting an 
unlimited issue of the notes with which we were 
famjliar, or by issuing potes from its ownTreasury 
* Department. t The latter method was adopted: 
The Bank Holiday wus eytende^ ttyree days, at 
great kiconvenience to the public, tp enabíe the 
jSaTíemmént to prepaíe the new issue^ and to 
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allow time for the fears of nervous depositors to 
diminish. Postal orders vvere made legal tender 
until an adequate supply of notes could be manu- 
factured, The Bank Act was also suspended, so 
that, presumably, an unexpected shortage could 
be met immediately by an additional supply of 
bank-notes ; but the new powers of the Bank of 
England were not employed in this manncr. 
Joxnt-stock banks were allowed to borrow Trea- 
sury notes to the amount of 20 per cent. of 
their liabilities. Since these total more than 
£1,000,000,000 for all 'the banks, the Govern¬ 
ment made provision for a possible addition of 
over £200,000,000 to the currency of the natioii. 
Wlien the banks were reopened on the Frida^ it 
was found that depositors were not the victims of 
the infectious disease which had been so much 
dreaded. They had been successfuHy inoculated. 

The other aspect of the problem presented 
greater difficulty. One writer has st&ted that the 
GovernmenFs action produced the effect of a # 
dose of morphia ; i* deadened the ^scnsibility of 
the credit •organism. Another afíirms that it 
quickened its activities, which had been almost 
paralysed. Morphia can scarc&y be regarded as 
a stimulant! What the Government did was to 
give a mixture of morphia and strychnine. 

In the first place the dtfficulties of the adbepting-' 
hou$^s were met for the, momenf by the declara- 
tioh bf A moratorinm covering bilis of ejfchqnge— 

; aceepting houses were relieved, for a month, 
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óf their üabilities on maturing bilis. But this left 
the banks and discount houses in an awkward 
position, so that a few days later (August 8th) 
the ^moratorium was extended to almost all 
transactions of £5 and upwards. Thus a holiday 
was granted to debtors at the expense of creditors ; 
and banks frequently employed the shelter of the 
moratorium against the claims of their own 
creditors, the depositors. So much for the 
morphia. 

The strychnine was equally effective. The 
problem of the banks and discount houses was 
solved with comparativo ease. The assets of the 
banks in the form of bilis of exchange and loans 
to discount houses threatened to be unrealisable, 
consequently the Bank of England was em- 
powered (August I3th) by the Government, and 
at the latter's*risk, to rediscount, at 2 per cent, 
above Bank rate, all bilis normally regarded as 
good bilis drawn before the moratorium of 
August 4th. Thus all such bilis could be turned 
into liquid assets, and the c^scount houses were 
able to repay their loans to the bajiks. Both 
institutions were in a position to undertake fresh 
work of the same ícind, since they availed them- 
selves largely of the powers conferred by the 
Government. It is surprising they did só to 
such a great extent, for, aí> Mr. Keynes points out, 
they were practfcally borrowing at. 7 per cent. 
(the Bank rate having £een reduced tô 5 per cent) 
tò lend again at a muchjower rate. The fact 
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that they could rediscount their bilis at any time 
secured them against possible loss, so that it would 
have been more profitable to hold them longer 
than they did. But the net effect of the pslicy 
pursued by the Government was that the capital 
of the holders of bilis—banks and discount houses 
— which had been locked up was once more 
realisable. The accepting houses were for the 
moment protected by the moratorium, which gave 
them time to recover from the stunning blow 
delivered by the outbreak of war. But they could 
not be expected to entcfrtain fresh business. Nor 
could the other institutions be expected to dis¬ 
count, so readily as before, the bilis of acceptors 
whose solvency was now seriously threatened. 
Trade was in imminent danger of being curtailed 
. beyond the point to which war itself would reduce 
it. Consequently the Government authorised the 
Bank of England to allow acceptors to reaccept 
pre-moratorium bilis as they fell *due. Since 
there was no basis for confidence that the political* 
and industrial ccnditions would be improved 
before the reaccepted bílis again matured, this 
measure proved inadequate. Ultimately (Sep- 
tember 5th) the Bank was afithorised to lend 
money to acceptors (also at (Government risk and 
at 2 per cent. above Bank rate) to enable the latter 
to meet their bilis (rnoik of them now keld by 
the Bank itself) at m^turity. * The bilis thus 
disappeared 'and tüe acceptors became simply 
borrowers. The loans «eed not be repaid until 
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twelve months after the conclusion of peace except 
in those çases in which the ultimate debtors— 
Williams & Co.—placed the acceptors in funds in 
the asual way. Thus the acceptors are relieved, 
for the time being, of the dead weight which 
hampered their movements and are able to pro- 
ceed with their accustomed work. Moreover, 
since the Bank’s claims will rank second to those 
of holders of bilis at the time of settlement, the 
banks and discount houses (who have realised 
their assets, and so possess, or can obtain, money 
to discount fresh bilis) are ready to accept the 
guarantee of the acceptors. 

The history of the crisis and the measures of the 
Government raise many questions which have 
been fully discussed in newspapers and joumals, 
and which would need careful examination in a 
treatise on banking. But, since the purpose 
of this chapter is to índicate what really did 
happen to the financial machinery on the outbreak 
of war (for purposes of comparison with Mr. 
Angell's supp£)sed predictions), such an examina¬ 
tion would be irrelevant. Refereneé may be 
made, however, to three criticisms. 

(i) It is sometím^s contended that since the 
bill market has been dull since August, attd banks 
cannot find outlets for the capital set free by the 
máasurês of the Bank of •England, the machinery 
has not been fully repaired. 4 This is çot jjuite 
true. .Thç machinerj» may not be so* powerful as 
of old_v but the chief reason for the lack of bilis 
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is to be found in the State of trade. Bilis do not 
make trade, but trade creates bilis. It is obvious 
that trade must be dislocated and materially 
reduced when five great nations are at wa t ; the 
belligerents cannot exchange goods, and at least 
fifteen millíon men are withdrawn írom their 
ordinary occupations to take their places on the 
battlefield or behind it. 

(2) Coraplaints have been uttered by traders 
that finance houses have received preferential 
treatraent, while they themselves, equally in need 
of assistance, have been left to fight their battles 
unaided. Such is not the case. Traders were 
protected when assistance was granted to finance 
houses. The latter were not assisted in theif own 
interests, but in the interests of thê community. 
The bank has been termed the power-house. If 
power fails, all the machinery iô. the factory is 
brought to a standstill. The measures of the 
Government can scarcely be called “ paternal 
legislation," such as assistance to traders, in their 
own interests, woald be termed. , 

(3) It is sometimes argued that the Government 
was not justified in incurring such enormous 
iiabilities as were involve^ ín the guarantees it 
offered to the Bank of England. That there will 
be losses cannot be denied. It is impossible to 
sây how serious theyVill be. But evên if they 
aiupunt toforty <jr fift.y million pounds, the gains 
already achieved are prbbably moj;^ Kot only 
was^ crédit restored, t>ut (to a great ejjent ás a 
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result of this) the war loan was issued with com¬ 
plete success. The terms were much more favour- 
able to the Government than would have been 
likely if credit had not been fully restored. It is 
not improbable that the Government will gain 
as much by issuing war loans under favourable 
conditions as it is likely to be called upon to pay 
as the price of its policy in protecting the financial 
market. The damage caused by the temporary 
collapse of credit was far less than anticipated; 
and the courageous action of the Government 
was undoubtedly the dominating factor in its 
restoration. 


. B. Germany. 

It is neven easy to disentangle the strings of 
assets and liabilities publishcd at regular intervals 
by those who take care of the nation’s money, 
but the task of estimating the significance of the 
periodic statisíical statements of the Imperial 
Bânk of Germany presents almost insuperable 
difficulties. Beyond these statepients— which may 
or may not be reliable—the financial nows which 
percolatcs through the national boundaries is 
somewhat meagre. 'Nevertheless, it is important 
that such facts as are c)btainable should be exa- 
mined ; for not only may the duration of the war 
be partly determined by th* manner in which the 
financial machiner^ perforças its work, but the 
State of ( credit is itself a manifestatibn of íhe 
economie and moral condition of the people. 
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It is generâlly admitted that for many years past 
the econoraic policy of the German nation has 
been subordinated to presumed political neccssity. 
What is equally evident to those who are intetested 
in the German credit system is the care which was 
devoted to financial preparations for war. Pro¬ 
fessor Riesser, of Berlin, in an elaborate treatise 
on the concentration movement among German 
banks, dwells upon the need for facilitating, by 
carefully considered methods, “ the marshalling of 
financial forces ” corresponding to that of military 
forces—“ it is impossible without severe losses to 
evolve a battle formation in the face of the 
enemy.” Scraps of information have appeared 
from time to time in the Economist which, togèther 
with the canons laid down by Professor Riesser 
and the balance-sheets of the Rcichsbank, make 
it possible to visualisc, somewhatMimly, the pre- 
sent State of crèdit in Gcrmany. 

The modem banking system of Gcrmany pos- 
sesses one feature which is characteristic of our 
own. It rests upon or radiates from a central 
institutioií, the Reichsbank, which corresponds to 
our Bank of England. But it differs from the 
latter in being under Govefnment control and 
management. Joint-stock banks keep their 
bullion reserve on " giro ” account with the 
Reichsbank, so that, >as with us, their mutual 
indgbteçlness can, be .cancelle^ and clearances 
effiected by means of cheques (or they,equivalentV 
upon the latter. Bf|t banking in th^ German 
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States is not so highly developed as in this 
country; the method of payment by cheque is not 
so extensively employed, so that bank-hotes play 
a tnoch more important part as currency. Nor- 
mally the issue of Imperial bank-notes is limited 
to £27,500,000 plus the value of the reserve, 
which consists of bullion (gold and silver), 
Treasury notes, and the notes of the four other 
banks of issue—Würtemburg, Bavaria, Baden, 
and Saxony. For any issue beyond this limit 
a tax of 5 per cent. is payable. The Reichsbank 
notes are legal tender, normally convertible into 
gold at headquarters. 

The economic disturbancos during the " black 
week ” of July and immediately after the out- 
break of war were of almost the same character 
in Germany as in Britain, although the remediai 
tneasures adopted by the two Govemments were 
quite different. When the political crisis reached 
an acute stíge the Germans became panic- 
stricken. Excessivo demands for cash were made 
upon the private banks, which # immcdiately before 
the declaration of " Kriegzustand ” on. the Wed- 
nésday, refused to meet more than 20 per cent. 
õf their liabilities gold. It has been Stated 
that they entirely suá’pended cash payments át 
this stage. Such was not the case; the writer 
(liks many others present« at the time) was paid 
. gold on the Frida^ evening (July 3ist). The news- 
papers çalled attentionto the enorts of thé peõple 
to hoard goíd and silver during that Week, and 
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urged thern to act exactly as they were accus- 
tomed tõ do under normal conditions. Bank- 
notes were regarded with suspicion, and appa- 
rently depreciated in terms of gold. Someíimes 
they were refused, and the military governor was 
compclled to intervene, and to threaten punish- 
ment for non-acceptance of paper which had 
always been legal tender. Food prices rose 
rapidly, and many householders played into the 
hands of the shopkeepers by laying in large Stores 
of non-perishable household goods. Immediately 
after the declaration of war against Rússia maxi- 
mum food prices were established by many local 
authorities in Prússia and clsewhere ; the Reichs- 
bank was relieved of its obligation to pay gold for 
its notes, and, apparently, the Act limiting note 
issue was suspended. Thus the first two steps 
taken—one, at least, after careful thought—in 
the economic mobilisation of the nation were 
precisely those which, according .to orthodox 
British theory, should have been regarded as 
among the last reso_urc.cs. But before the notes 
were made.inconvertible the gold reserve of the 
Reichsbank had been depleted to the extent of 
abont £5,000,000. 

The great need during a vrisis (when hoarding 
is general and gold therefore scarce) is a plentiful 
supply of currency whicji will be accepteò without 
hesitation by the community. ^uch a currency 
wasi^rovided partty by coiping and issuing silver 
to the valué of abovtó £i5,ooo,ooot“which had 
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previously formed part of the Reichsbank reserve ; 
partly by the issue of Treasury and bank notes; 
and partly by the issae of war notes ( Darlehn- 
skasienscheine) by special war banks, to which 
reference will be made later. The initial expenses 
of military niobilisation were met from the con- 
tents of the “ war-chest.” After the Franco- 
Prussian war the sum of £6,000,000 in gold was 
deposited in the fortress of Spandau, near Berlin, 
and remaincd there until the outbreak of the pre- 
sent war, when it was apparently transferred to 
the Reichsbank. Moreover, a fcv years ago 
provision was made for a second war reserve of the 
same amount. Two-thirds had been collected 
and deposited at the bank before war was declared, 
so that the éffective reserve of that institution was 
strengthcned, to the extcnt of £10,000,000, soon 
after the witMrawal of gold and silver made 
necessary by the panic and scarcity of cnrrency. 
The remainirtg two millions of the new war-chest 
apparently existed in the form of Treasury notes. 

It seems fairly evident thut the trading com- 
munity was directly and immediatelyassisted by 
the Imperial Bank. For not only had this part 
of the plan been atlvocated long before, büt the 
” discounts and advances ” in the weekly state- 
ments of that institution increased from about 
£40,000,600 on ^uly 23rd' to about £230,000,009 
on August isth. It is oxtreçiely prob%ble^that 
such iKcregtse was at first mainly due to thé dis- 
counting of bilis of exchaifge. The item roughly 
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corresponda to " otlier deposits ” in the weekly 
returns of the Bank of England. 

The Germahs are proud of the fact that, alone 
among the belligerent nations, they found* it 
unnecessary to declare a moratorium, and that 
the official rate of discount never exceeded 6 per 
cent. Thesè facts are undoubtedly evidence of 
financial strength. But they are also evidence of 
financial immaturity. Comparison of Germany 
and Britain on the basis of the emergency measures 
which proved necessary is impossible. For, first, 
even in time of peace tfie Reichsbank frequently 
refused to part with gold (while retaining a 
moderate rate of discount) when the state of the 
foreign exchanges made such action profitabfe, 
so that the 6 per cent. rate of discount Vould not 
•be operative in the case of transactions calling for 
the export of that metal. Secondly,*the fact that 
the Reichsbank had suspended gold payments— 
when the notes were made inconvertibie—renders , 
comparisçn with our own country futile. * When the 
Bank of England rato was 8 per cent. every bill 
discounted might have meant the withdrawal of 
gold, for the bank-note was (and is) convertible. 
But a bill discounted at the Reiíhsbank could not 
mean more than a withdrav?al of notes, which 
could be replaced without difficulty so long as the 
printing machine remaine^ in working order. In 
other Mipr<^, the rate^f discount possesses little or 
ho significahce where the currency canjj^infiâted 
Without ümifc. Finally,'bilis of exchangg pre- 
Ê.w. . o 7 y'' 4 $ 
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sented to the Reichsbank wêre held in Germany, 
and were mainly of a domestic character. And 
such bilis play a much less iraportant part in the 
ecònomy of the nation than is the case here. What 
made a moratorium necessary in Britain was the 
great extcnt to which London accepting houses 
were then financing the trade of the world, and 
to which they were creditors of foreign merchants 
who could not pay their debts. The argument 
that because Germany was able to dispense with 
a moratorium she was stronger, fmancially, than 
Britain is as valid as the argument that because 
Timbuctoo has been less seriously affected by the 
war it is in a better economic condition than the 
United States. 

The foílowing tables, selected from the weekly 
returns of the Reichsbank, provide some of the 
data upon Which the remainder of the chapter is 
based:— 


Bank of Germany (ooo’s omitted). 
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July 23. 

Auk. 15. 

Sept. 23. 

Nov.*7. 
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Fcb. 27. 

Asscts:— 

Golcl .. 

£ * 

1 u 

£ 

í 

£ 

8.3,79 t 

£ 

94,27i 

£ 

103,774 

£ 

113.531 

Silver.. 
Treasury notes 
Disccuuts and 

| »4»570 

79,5ii| 

1,435 

7,4<>5 

1,808 
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1 
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135,449 
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102,727 
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The addition of about £190,000,000 to “ dis- 
counts and advances " between July 23rd and 
August isth was probably due, in the main, to 
the rediscounting of bilis of exchange. This was 
done partly by payments of gold, silver, and 
Treasury notes, but inainly, as the tables show, 
by means of bank-notes and “ current accounts ” 
(i.e. t entries in the bank books against which the 
depositors could draw cheques). 

Nearly £100,000,000 of additional notes were 
issued, while deposits (or current accounts) were 
augmented by about £80,000,000. These together 
represented an enormous increase in the currency 
available for circulation. On the other hand, 
when war became inevitable private individuais 
hoarded as much gold as possible, and to tlie extent 
«f the affection displayed for the golden nest-egg 
the amount in circulation diminished. Conse- 
quently, it is likely that the active currency was 
not so seriously inflated as the above figures 
suggest—certainly not to the extent* of over 
£200,000,000 suggested*in the Economist. 

The V life "r)f a bill of exchange is usually two 
or three months ; it is rarely longer than six 
months. Some of those rediscounted at the 
R.eichsbank were probably already advancing 
towards old age, while others had passed their 
' early youth. As these tylls reacfred maturity 
and werjp c^ncelled ope would expect to find a 
gradual but steady reduction *in " disccvats ând 
advahces/’ Süch was ho{ the case. Thei^-plaçe 
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was taken either by Treasury bilis or, what comes 
to the sarrie thing, by advances to firms engaged 
on Government work, who would ultimately be 
paid from the proceeds of the war loan. For 
several weeks, indeed, the advances of the bank 
increased, until on September 23rd (when they 
were approximately £242,000,000) the upward 
trend came to an end. 1 Afterwards they fell 
steadily to about £134,000,000 on November 7th. 
The first war loan of £250,000,000, authorised on 
August 4th, was floated on September I9th. 
The natural inference is that chere was a con- 
siderable reduction in assets which was closely 
related to the issue of the Imperial loan. Advances 
made to the Government or its contractors were 
repaid out of the funds provided by subscribers 
to that loan. In this connection it is significahí; 
that, corresponding to the shrinkage of assets, 
the reductions of liabilities were entireiy in 
“ current' accounts.” The issue of bahk-notes 
steadily increased during this period. Obviously 
many subscribers to the *ioan obtained funds in 
the form of such notes, so that notes first issued 
as emergency ^temporary) currency tó fináncé 
trade during the ^criticai period were employed 
by subscribers in payment of their shares, and 
afterwards replaced in circulation by the Govem- 

' i 

» Under norrrfttl conditloas " advances " increase towards 
the end of the quarter; bat in tfce quarter uBdejaconsidera- 
tion one would expect <to find such. increa&e counterbalanced 
by a redildion on account pt the matnring of rediscounteã 
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ment as part payment of its debts to contractors 
and others. 

The war banks—of which more than two 
hundred were established in various parts of ííie 
country—call for comment here. These are, in 
effect; special mortgage banks with a two-fold 
object. It was obvious that the outbreak of 
war would dislocate trade and embarrass many 
tradesmen and others, who, while solvent, might 
be unable for a time to realise their assets. The 
war banks were established mainly to provide 
temporary assistance to*such people by lending 
" monèy ” (for three months at 6J per cent.) 
upon such security as prodnce, stocks, bonds, etc. 
The " money ” lent consisted of special credit 
instruments or war notes, which, although not 
•legal tender, were accepted by the Government 
and honoured by the Reichsbank* which was 
authorised to exchange them for bank-notes on 
demand and empowered to classify them as 
Treasufy notes. Although the bulk of siich notes 
as were actually borrcuved found theif way to the 
Reichsbank and were replaced by bank-notes, a 
consideràble proportion circulated freely. They 
were mainly of small denomination (10,15, 20 and 
Somarks) ând corrected the la<fk of coin. Between 
Jüly 2$rd and September 30th the amount of ‘ 

Treasury notes M in the Reichsbank reserve 
increasgd ,by about^ £13*500,000,* while on the 
íattèr date tífere were almost £10,000^000 of# war 
notes in circulátion. The second object of the 
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war batiks was to enable the general public to 
raise funds for subscription to the war loan ; and 
to this end the total amount which the special 
ciVdit institutes could advance was increased in 
September from £75,000,000 to £150,000,000. 
Further discussion of this point would necessitate 
an examination of the methods employed in 
iinancing the war, which is beyond the scope of 
this chapter. It is suíficient to say here that the 
activities of the war banks have resulted in an 
appreciable increase in the currency of the nation. 
Moreover, since the begiíming of November “ dis- 
counts and advances ” have steadily increased 
until, in the latest returns (February 27th), they 
atnountcd to approximately £207,000,000, while 
during the same period bank-notes in circulation 
increased to £243,135,000. The bank-notes now 
in circulation amount to more than the total gold 
supply of the empire ; and when the second war 
loan is issexed the supply must be still further 
increased.» 

From wha^t has already becn stated it is evident 
that, although the gold reserve has been enor- 
mously strengthened, the currency of Germany 
has been considerably inflated at a time when the 
need for currency (ás dístinct from the demahd for 
guld) has been considerably reduced; for the 
isolaticn of the empire and the withdrawal of 
several millions of soljiters^ from their ordinary 
avocations must have seriously cúrtailed trade. 
Economic theory tells that undér süch cirçum- 
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stances the value of money must fali-—■ ix., prices 
must rise. In this way alone can the inflated 
currency be completely absorbed. But irnme- 
diately war was declared maximum food prjces 
were established by many local authorities, and 
subsequently the Imperial Government fixed 
maximum prices for foodstufís and metais. It 
seems as though the German economists called 
into consultation believed it possible to neutralise 
the effects of economic forces by legal enactment. 

The material available is too scanty to justify 
dogmatic utterance upon the ellicacy of the 
measures adopted. The price policy is said to 
have proved a failure. It is true that the earlier 
methods of enforcing it proved inadequate, jind 
that the resulting friction has led many to believe 
that economic exhaustion is at hand. But it is 
by no means clear, from expejience already 
gained, that a stricter application of the same 
policy must fail completely. Durin^ the first live 
months of war the price of copper adv # anced 44 pet 
cent., tin 58 per cent, lead 22 per cent., and zinc 
68 per cent. The prices prevailhtg at the end 
of the year were declared maxima. That they 
proved to be too low is evidegt from the fact that 
no private dealing afterwar^ls took place. Sellers 
woüld not part with their stocks except tqj&fr 
Government, which was above the law. But the 
rise in the prices of ihe mino« metafs is fully 
: èxpláíhêd by their %cardty. # The maximum prices 
of foodstufís were adyanced from Kitixe to timè. 
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During the last quarter of the year the price of 
butter, íor example, rose 27 per cent., and that 
of lard 42 per cent. There is a fundamental 
difference in the immediate significance of the 
necessaries of life and the metais. A continuous 
supply of the former is absolutely esseiítial. And 
since sellers held up their stocks for higher 
maxima in the future, the Government was com- 
pelled practically to commandeer bread to secure 
supplies for the poor, as well as economic con- 
sumption with a view to the future. At this 
point the assumption of eeonomists —-free play of 
economic forces—completely breaks down. It 
will be interesting to see what has happened to 
the prices of commodities other than metais and 
necessaries.of life. 

It is practically certain that if gold circulated 
freely in Gernjany two prices would already havé 
emerged—gold and paper prices. The former 
would be lojver than the latter. German paper 
\in terms of,German gold) has already depreciated 
in other countries. Such depreciation is quite 
distinct from, though closely related to, the 
foreign exchanges, which are not within the scope 
of this chapter. E^rly in January the writer con- 
verted, into British rçoney, gold and paper which 

brought from Germany on the outbreak of war. 
For two Reichsbank notes of 100 marks he was 
glven £8 6s. &/>; and ft>r a German sovereigtt ;; 
tgs ; id,, so that for ten' Gerinan soveréigàs he 
would v haVb been given £9 ns. 8 <f:, ôr 25$. more 
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than he obtained for the same sum in paper; in 
other words, German paper hád depreciated about 
13 per cent. as compared with German gold. 

It is highly probable that in the near futftre, 
when a great part of the new loan has been spent 
and the issue of bank-notes again considerably 
increased, the latter will be further depreciated. 
And it is still more probable that the restoration 
of the credit system aíter the war will necessitate 
a considerable loan to cover the damage already 
wrought; while further depreciation of paper will 
but add to such cost of restoration. The only 
alternative will be to allow the holders of notes 
to bear the loss entailed by the emergence of two 
prices when gold again enters into circulatiorf. 

The final point for consideration» is closely 
related to the above. Since war was declared 
about £50,000,000 of gold has bee» added to the 
reserve of the Reichsbank, so that, in spite of the 
enormous issue of bank-notes, the proportion of, 
reserve is still high, and the legal limit of total 
indebtedness far d\gtant. But ^t should be 
observed in, passing that a reserve of (say) 50 
per cent. on a normal paper issue of (say) 
£100,000,000 is not the same* as a 50 per cent. 
reserve on àn abnormal issue» of £200,000,000; for 
a réduction of the issue once more to the norfflaf" 
amount would sweep away the whole gol4 reserve, 
Where has the gold beerf obtained ? The sum of 
£i<^,OQQ,òbo 4 n gol(f was alneady to hand in the 
fottn of a war chest. The rest, accórding to the 
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Germán authorities, has been withdrawn from 
circulation. Probably most oí it is accounted for 
in this way, although the steadinéss of the increase 
(wlfich cannot continue indefinitely) remains a 
mystery. A writer in the Economist suggests that 
since the Bank of Áustria ceased to publish 
returns after the declaration of war, the gold 
reserves of the two Imperial banks may have been 
pooled, It is not a convincing theory. Probably 
the explanation is to be found in the suspension 
of cash payments. In a speech in the autumn 
Herr Havenstein, the President of the Reichs- 
bank, complimented the joint-stock banks upon 
having strengthencd their reserves in the central 
institution while continuing to advance freely 
to their own customers. The inference is that the 
Reichsbank, which could seriously damage the ,, 
credit of reluetant private banks, calls upon the 
latter for their gold in such a way as to show a 
^steady increase in its own reserve. The other 
banks no fonger require their domestic supplies 
of gold, for they may advaqce freely to their own 
customers either by paying (inconvqrtible) notes 
or by granting deposits upon a reserve of notes* 
The impression iconveyed by such facts as we 
know is that the cuirrency measures constituting 
“financial mobilisation,” upon which Pro¬ 
fessor IJiesser and others lay such stress, were 
well adapted to a shoit war which would not 
isolaie Germany from the rest of the $o 3 d> but 
are no mor^effcctive thán thosé employed by the 
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United States Government, during the Civil War, 
for a long struggle against a combination which 
seriously interferes with the externai trade of the 
German Empire. And there is ample reasofi for 
the view that before economic exhaustion is 
reached the financial situation may become intoler- 
able to the Liberal party, rcpresenting the indus¬ 
trial and commercial interests. The longer the 
war lasts the greater will be the difficulty of re- 
storing credit, and, therefore, of resuming trade 
with foreign countries. 



CHAPTER V, 

TERRITORY AND ECONOMIC WELFARE. 

A. Annexation. 

Mr. Angeli/s views on territorial expansion 
by means of complete anijexation are expressed 
in language which gives no room for misinter- 
pretation. Annexation cannot bring economic 
gaiçi. 

" The wealth of conquered territory remains in the 
hands of the population of such territory. When 
Germany annejced Alsatia, no individual German 
sfccured a single mark/s worth of Alsatian property as 
the spoils of war. Conquest in the modern world is a 
jjrocess of miittiplying by x t and then obtaining the 
original figur# by dividing by x. For a modérn natipn 
to add to its territory no more adds to the wealth of 
the people of Such nation thah it would add to the 
wealth of Londoners if the City of Lon&on were to 
annex the county of Hertford ” (" The Grcát 
Illusion/’ p. viii, pr eÇjLCe). 

“ When Germany anjiexed Schleswig-Holstein and 
^.Akatia not a single ordmary German Citizen was one 
ptenhig the richer ” (p. 31). 

jln regaçji to the annexation of Holland,“ we nàay, 
ihdeed, say that the Hollanc^er would be ceítainly the 
worse, in that he would havu exckanged t|^^ii^hmyely 
light ttLxati^n.and lighf military service òf Holland 
for the much heavier taxatipn and ttíè inwich lòngei 
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military service of the ‘ great ’ Gennan Êmpire ” 
(p. 40). 1 

The view expressed in these quotations sçems 
to bè erroneous. If no gain was effected by the 
annexation of Alsace-Lorraine, no loss would be 
suffered if it were now returned to France. Nor 
would any loss be felt if Schleswig-Holstein were 
hauded back to Denmark, East Prússia were 
presented to Rússia, Westphalia ceded to Belgium 
and Holland, Saxony to Áustria, Silesia to the 
new Poland, and so on, until “ Germany ” was 
left with only the plains and pleasant íakes of 
Brandenburg. Her remaining people, according 
to Mr. Angell, would be no worse off, economically, 
than before. He has obviously neglected impor- 
tant factors contributing to the wealth of nations, 

In the first place, his argument denies the 
validity of the contention, both *of free traders 
and of many modem protectionists, that an 
extension of the free trade area is fMlowcd by an 
increase in the total wealth of that *area. If the 
frée trade argument is sound, Germany gained 
appreciably by bringing the annexed provinces 
within the customs union. The gain to Alsace- 
Lorraine is not so obvious, sfhce it but exchanged 
one free market (Francd) for another. Bui- a 
evexi to that province, the exchange prot>ably 

' «f* 

f Froxn his statement, on 28, to the «ffect that if Germany 
anney^U Holland D%tch inerchants would be çompetmg 
loioré kéêuly*thán ever with th$ir German rivais, yç infer> 
pèrhaps wrongly, that Mxv Angell believe» (Jfermauy would 
auífer thtpugh súch annexation* 
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proved advantageous in the economic sense, for, 
while the population of France has remained 
practically stationary, that of Germany has in- 
ereased steadily, so that the new free market is 
considerably largcr than the other would have 
been. Moreover, the direction of industrial 
development in Germany has proved advan¬ 
tageous to the new province, which contains 
valuable deposits of iron ore and coai. 1 It is 
probably true to say that if Alsace-Lorraine had 
been kept on the remote side of the German 
customs barrier it would not have enjoyed so 
much economic prosperity during the thirty-five 
years or so that have passed since the discovery 
of a method of utilising the special quality of ore 
found in thât region. But whatever doubt may 
exist about the economic gain to Alsace-Lorraine, 
there is certainiy none as to the advantage which 
annexation brought to Germany, with its pre- 
WÚling tariff°policy. Similarly the annexation 
of the Low Còuntries would benefit, in this sense, 
Xiot only thosfí countrics th^mselves, but also 
Germany, which is now hampered by the barrier 
separating the Rhine provinces from the sea. It 
is, of course, obvious^hat if one free trade country 
annexed a portion of knother free tradè eouxitry 
^the ífeç trade area would not be extended. But 

’* And the fact th&t much the trade of tfce annexed 
provinces with foreign countrie^ was snade to paaartfcrough 
Germany rather than Franca must have broughtfcònsideràblé 
gain to the trâns^ort industries syad commerciaí interestá ói 
the cmpire, . t 
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even in this case, provided the two employed 
different systems of weights and measures, and 
different coinage, the former would gain slightly 
frora an extension of its area. For the adoption 
by the annexed territory of the systems of the 
conqueror would undoubtedly react favourably 
upon the trade of the latter. Differences in the 
systems employed by the different German 
States before 1870 seriously hampered inter- 
State trade; and the adoption of a uniform 
standard after the French war assisted materially 
the development of trade within the new Empire. 1 

In reply to a critic Mr. Angoll writes : 

" We realise that when Germany lias conquered 
Alsace-Lorraine she has ‘ captured ’ a province worth, 

' cash value,’ in my critic’s phrase, sixty-six millions 
sterling. What we overlook is that Germany has also 

• 

1 Mr. Angell lays great stress in his writings upon the fact 
that trade does not respcct poiitical boundaries. But trade 
even yet is not entirely indifferent to thcm. • Diiíerences in 
coinage, in weights and measures, and in laws relating to* 
trade and fmance still compel a certain anfbunt of such 
respect. The truth of this may become very cvident after 
the declaration of peace, when Germany wfli be faced with 
the serious prqjdem of reducing her inílated currency (which 
even nów is not acccpted abroad at its íace value) to normal 
proportions, The fact that currency is under the control of 
Governments, that the fiat of Governments is practically 
ignored in other countries, and that an international currency 
is more restricted in its forms than*internal media of circula- 
tioh will, for a long time to come, make poiitical boundczius 
an éffective barrier, within well-defined and narrow limits, tq 
international trade. The absence of that knowlec^e of indus* 
trial and financiai conditions^of foreign «countries which is 
possesséd oi oàe*$ own gount^v is also a retarding influence 
of nó smalfiinpprtance. TheseMififerences in laws and d^grees 
of acquaintánce with markefs act in the samê tnannerm 
próteçtive f arifis. . m ■ 
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captured the people who own the property and who 
continue to own it. We have multiplied by x, it is 
true, bút we have overlooked the fact that we havè 
haç} to divide by*, and that the result is consequently, 
so far as the individual is concerned, exactly what it 
was before. My critic remembered the multiplication 
all right, but he forgot the division " (pp. 42,43). 

The paragraph has been quoted because Mr. 
Angell seems to lay great stress upon this process 
of multiplication and division. Three comments 
may be made upon it:—(a) If what we have 
already stated is true, the wealth per head is 
increased. The enlargerhent of the free trade 
area has added to the wealth more than pro- 
portionately to the addition, through annexation, 
to 4 the population. ( b ) It is difficult to giye a 
meaning to Mr. Angell’s algebra. The mul- 
tiplier is x. Now what is x ? Apparently the 
population df Alsace-Lorraine. If anything is 
multiplied by x it must be the average wealth 
*per head irí that province. So the net result is 
that we ntultiply the average wealth per head 
in Alsatia by the nurnber cof people, and then 
divide by that nurnber, and so obtain-rr-the average 
wealth per head in Alsatia! But that gives us 
no information abeut Germany, and is, of course, 
an absurd process. > What Mr. Angell probably 
mehns is that if the -property of the new province 
is'*added»to the wealth of Germany, then, in òrder 
to ascertain tlíè wealth ^er l^ead, the pogulation 
oí che prqyince must*also be added té the popnla- 
tiôn of the conquering nation. And thé resiultmg 
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wealth per head is the same as before. It is per- 
fectly true that, since the annexation of French 
territory did not interfere with the property 
rights of its inhabitants, the individual Germans 
did not gain much immediately, but the present 
chapter shows that they probably gained consider- 
ably in the long run. (c) The inference from the 
quotation seems to be that if Germany could have 
annexed the land and property and expelled the 
people she would have been better off. This 
assumes that the country was already over- 
populated, 1 Surely it was better to have the 
people along with the property, since the well- 
being of the Germans would only be increased 
by the employment of such property. Merely to 
have factories whicli must remain idle and houses 
•which must be empty was of little use. To have 
the people also, to produce a flow of Nvealth, was 
an advantage, provided not all that flow was 
appropriated by the Alsatians. * 

Thus we are brought to the second fmportant 
effect of annexation. The annexed territory may 
be a real gain,in that it adds to the taxable capacity 
of the nation, Mr. Angell denies that this can be 
so. Replying to a critic who stated that the cash 
value of Alsace-Lorraine waí £66,000,000, and 
that çonsequently, at its present rate of taxation, 

1 I refrain (because it is not important in, this ccwunection) 
from a discussion of thft thcoretrai question ai the possibiiity 
of gain to tha méinbers pf a nativa by the emigration of those 
who are engagetf in " xdhrgina^ employments " anpluer 
country—uniníiabited or thiiSy populated—where they 
would bo ejigaged in " intra-marginal employment^ , ^ 

E.W. ' -v > •' • 



98 THE ECONOMICS OF \VaR. 

the French Government was losing an income of 
£8,000,000 a year, he writes : 

4* If we take the interest of the * cash value * at the 
present price of money in Germany, Alsace-Lorraine 
should be worth to the Gennans about three millions 
a year. If we take the other figure, eight. Suppose 
we split the difference, and take, say, five ” 1 (p. 41). 

But is it not obvious that 

“ this whole notion of national possessions benefiüng 
the individual is founded on mystification, upon an 
illusion ? . . . Alsace-Lorraine is owned by its in- 
habitants, and nobody else ; and Germany, with all 
her ruthlessness, lias not been able to disposscss them, 
as is proved by the íact that the matricular contri- 
bution {niatrikularbeitrag) of the newly acquired State 
tg the Imperial Trcasury (which incidentally is neither 
three millions nor eight, but just about one) is fixed 
on cxactly‘the same scale as that of the other States 
of the Empire M (p. 41). 

Elsewhere' (p. 43) he States that 

“ in every civilised State, revenues which are drawn 
, froni a territory are expended on that territory, and 
there is naprocess known to modern government by 
which wealth may first be drawn from a territory into 
the treasury and then be redistributed with a profit 
to the individuais who have contributed it or to 
others.” 

These statemente are not wholly true. In the 
first, Mr. Angell im^lies that the contribution of 
Alsace-Lorraine to the Imperial Exchequer is only 

í t.. 

' There can too no question of splitting the difference: 
they are two essentially diíieivnt thjngs. The or$is taxation 
~ wí^otal income, the other ípterestè on capttal value. One 
might just^ascvell speak of íplitting the difference between 
eight apples and three orange$. 
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the matrikularbeitrag. Such is not the case. It 
is true that each of the States in the federation 
manages most of its own affairs, but in addithjn 
to the matrikularbeitrag, Alsace-Lorraine, and 
all the others, contribute towards the Imperial 
revenue by means of customs, excise, stamp and 
inheritance duties, so that the new province pays 
roughly in proportion to its wealth and tradc. 
And if these are above the average for the rest 
of the Empire, Germany undoubtedly gains in 
this particular sense. Moreover, the reproductive 
undertakings of the empire, such as the post oiíice, 
are more profitable than they would have been 
if they had not included Alsace-Lorraine. Finally, 
this province makes a special contribution to 
Imperial funds in that its raihvays—unlikc those 
•of other German States—are owned by the empire 
(having been purchased from France out of the war 
indemníty), so that the proíit from them, instead 
of being spent in that State, is used to meet the 
needs of the empire as a whole. 1 

Again, it is not true that in modem States the 
revenue obtáined from one part of the com- 
munity must be spent on that part. The main 
accepted principie of taxation-*-payment accord- 
ing to ability—is the negatiod of this view. The 
modem State taxes its citizens according to their 

1 It is, of course, true that the indemnitysínighfkave been 
otherwise invested. But-the r it profit of the undertaking 
(àfter aílowbg iy>rmál iijterest bn ^apitai), whích now g—- 
to the empire (but in each of tvie other States tc 9 the State 
itself) is a clear loss to the province and a gain tò the 
Imperial Government* # 
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wealth, and renders assistance according to need. 
Ireland, for example, pays proportionately less 
thcn England to the Exchequer of Great Britain, 
yet it enjoys not only the same protection, and the 
same “ general ” advantages conferred by Govern¬ 
ment, but also special advantages where these are 
desirable. And the same principie holds in lòcal 
govemment. It may be true that London would 
gain nothing by incorporating the county of 
Hertford; but the county might gain con- 
siderably by being incorporated. The recent 
development oí the British policy of making 
" grants in aid ” of poor localities provides further 
evidence of the error of Mr. AngelFs view; and 
if still more were needed it could be found 
by examining the advantages offered to small 
villages on the fringe of large cities like Birming-’ 
ham and Glasgow, when the latter wish to extend 
tlie city boundaries. Now if Alsace-Lorrame has 
proved to tye richer, as a province, than the average 
for Germany, and an appropriate share of the 
Imperial taxks is paid by ifs people, the amount 
of taxation falling upon the rest of the empire is 
reduced, and consequently the citizens are indivi- 
dually richer by thfc amount of additional taxation 
they would have nad to pay if Alsatia had 
not been annexed. If the new province enjoys 
but average .-wealth and prosperity, there is 
.jjejther gain nor loss ^ in #his special sense; 
while if* ife. is poòrerv than the* average, a 
loss is (fxperienced, since it draws mqre from 
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the Imperial Exchequer than it contributes 
to it. 

Finally, the costof government does not increase 
proportionately to the value of territory adde*d. 
Reference has already been made to the repro- 
ductive undertakings oí Government, such as the 
post office, railways, etc. But the same is true 
of other administrative departments, such as the 
Board of Trade and insurance, and of the adminis- 
tration of justice and the provision of means of 
defence. 1 The cost of defending the empire was 
not materiaUy changed by the annexation of 
the Danish and French provinces. If the cost of 
governing the people increases more slowly than 
the population, obviously it was a real gain ln 
this particular sense to add to the territory and 
population of the empire, for in this way the cost 
per head was diminished, and tlte individual 
Germans were richer by the annual amount saved 
to tkem. The national debt provides the extreme 
example of what is meant here. It is evident that 
if the wealth and population of a.country are 
doubled while the national debt remains un- 
changed, the annual charge per head and the 
amount per individual to be jjaid on redemption 
áre reduced by one half. It «vas clearly a gain in 
this respect to the Germans to annex Alsífda. 

1 Mr; Angell holds th« view that the jnilitatfy policy of 
Germany ygs làrgely íoixed u;ion the empire by its annexa- 
tion of the Freaach pro^ce. It may be true; we do 
know. Mány believe that it was not apprec&blf influenced 
by the t$rms imposed upon Fr^nce in 1871, 
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The interest charges were spread over a larger 
population, and so the cost per head was reduced 
and the individual Germans made richer than they 
would otherwise have been. France lost heavily 
in this way, for the enormous additions to the 
national burden had to be bome by a smaller 
population, so that each had to shoulder a 
greater part than would otherwise have been the 
case. 1 

If the annexed territory was previously an 
independcnt nation with a debt of its own, like 
Holland, rathor than a section of a country, like 
Alsace-Lorraine, which had incurrcd no debt of 
its own, it follows that the gain to the conquering 
nàtion will bc proportionately less; for if Ger- 
many, for^example, retained Belgium in her grip, 
and annexed Holland, shc would need to accept* 
their debts ak her own. And if these were greater 
per head of population (in the smaller countries 
before anríexation) than the German debt, the 
result in fcis respect would be unfavourable. 

The condusion, then, is. that, whether wealth 
be measurcd collectively or per head of population, 
the annexation of a territory of average prosperity 
is a gain to the çonquering nation. Mr. Angell 

i 

J «The loss to France was relatively greater than the gain to 
Germany. Assume the population of each of twô countries 
5 tò be 100^000,000, that the aimual debt charge of each is 
£100,000,00^, an«í that part of one country, containing, say, 
20,000,000 inhabitants, is j imexfd by the CjJher. The 
per head on thedebflof thejlatter is v reduced from £x 
to 165. 8 d.\ buí on that of tlfc forxner it is increased from £1 

to 2 5 S. 
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emphatically denies this conclusion. If it were 
true it would be found, he argues, that small 
countries, like Holland and Denmark, would be 
immeasurably poorer than the vast territorieí of 
Rússia, or a large country like Germany : wealth 
does not vary with the size of the administrative 
area. So much has already been written upon 
the factors upon which the wealth of a nation 
depends that it is unnecessary to labour the point 
here. The comparison is unjust. Climatic con- 
ditions, topographical features, geologicaí factors, 
and the stage of economic development rcached, 
differ so much in the countries of Europe that few 
are really comparable. What Mr. Angell regards 
as the real test is no test at all. The point at 
issue is not whether Germany is -richer than 
Holland, but whether she is richer than she would 
have been without the annexad provinces— 
whether the individual German has gained by 
compelling the Alsatian to work undcr thç 
Imperial flag. And, unless one subscribes to the 
views of the narrcwgst school of prqtectionists, th© 
reply is in.the aflirmative. 

B. Colonjes. 

The changes in economic organisation indicated 
in previous chapters have profoundly altered the 
character oí the colonial prol/lenir In earlier 
centufíes |he pol^y o the merchant adven+vr^r- 
towards the newly-discovered laadsT containing 
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precious metais and inhabited by savage and 
semi-savagé peoples, aimed at two things— 

“ íjrst, such effective political occupation of the 
country that he (the merchant adventurer) could keep 
the savage or semi-savage population in check, and 
could exploit the territory for its wealth; and, 
secondly, such arrangcments as would prevent other 
nations from searching for this wealth in precious 
metais, spices, etc., since, ií they obtained it, he could 
not ” (p. 97). 

But changes have occurred since then: the 
savage tribes have been civilised, the colonies have 
been organised in much °the same way as the 
conquerors, and the character of international 
trade has undergone material change. Colonies, 
like other foreign countries, have become " firmly 
set/' and ale useful as markets for our products 
and as sources oí supplies of foodstuffs and raw 
materiais. 4 

" And if their value in those respects is to be 
tleveloped to‘'the íull, they inevitably become self- 
governing cctomunities in greater or less degree, and 
the mother country exploits 4 them exactly as she 
exploits any otfier community with which she may be 
trading ” (p. 98). 

Gèrmany would havç to “ own ” Canada exactly 
as we do ; she would ^uy from her merchants and 
sell to her importers just as we do now. 

Mr. Angçll argues that two important results 
foilow from the "changes ontlined aboye. In the 
HSrat;place, a modern eok(iy oi State ^annot be 
fully cònquereti. It might be defeated in a war, 
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but not so completely that the enemy would be 
able to enforee his will upon it in economic or 
political affairs. Great Britain does not impose 
her will upon the colonies. Australia and Canada 
are, for all practical purposes, politically inde- 
pendent. The British Empire is really an alliance 
of free independent nations. Britain is impotent 
even where the foreign policy of Canada is con- 
cerned. And if she now wished to enforee her 
own ideas upon a colony, contrary to the will of 
its inhabitants, she would lack the power to do so. 
Canada and Australia are not colonies in the 
old sense of the term; they are rather States 
upon equal footing with the mother country, 
bound to the latter by sentimental ties. 

If Germany, or some other Power, were 

“ to use force to conquer colonies, she would find out 
that they were not amenable to force? and that the 
only working policy was to let them do exactly as 
they did before she conquered them, ^nd to allow 
them if they chose— and many of the British Colonies ' 
do so choose—to treat the mother countr^ absolutely 
as a foreign country ” fpp. 100-1). # 

Nor is the rtmtrol of the economic policy of the 
colonies in the hands of the British Government. 

“ If fiscal preference is exten«íed to Great Britain, 
that preference is not the resèlt of British 1 owner- 
ship ’ of the colonies, but is the free act of the colbnial 
legislators, and could as well be made by any foreign 
nation desiring to court closer fiscal reíStions with 
Great Britain " (p. ^7). í t 

Thüs the colonies do not represent any special 
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economic gain to this country. The proíit they 
bring is simply the proíit that all foreign countries 
bring—by means of their trade. Great Britam 
wbuld actually gain economically by formal 
separation, since she would be relieved of the cost 
of defending them. 1 

In the second place, assuming the possibility of 
conquest so complete that the will of the con- 
queror in political and economic matters could 
be fully enforced upon the new colony, no eco¬ 
nomic policy could be devised which would not 
inevitably react unfavourably upon the former, 
except that of allowing the colony to exercise its 
own judgment and pursue its own policy. Britain 
did not act in a philanthropic spirit towards her 
colonies when she granted them complete control 
of their economic destinies. In the eãrly days 
of colonisation she pursued the mercantilist 

1 It is extrcmely doubtful whether Britain would be re- 
° lievecl of the A cost of defencc ’* if the colonies were formally 
separated from her. The experience of the present war 
clearly shows that complete naval supremacy is necessary 
to secure adequate supplies of foofl for the inhabitants of this 
country. But when this is assurcd all the f warships may 
be withdrawn from the ocean highways and employed to 
blockade the enemy’s coast. If the colonies were cut off we 
would require, other things being equal, practicaily the same 
relative strength as we^do now. The two ob]ects-~securing 
food supplies and defending the colonies—are achieved with 
practicaily the same na* ai force as would be necessary ior 
the àttainment of one alone. To the extent, therefore, that 
the colonies provide ships towards the Imperial navy they 
*are not a b^den^but a real material gain. It is conceivable, 
indeed, that if our colonies were fcparated from us a stiil 
. greater navy might be nçcessaVry, siace one or more of them, 
possessing a navy of its own, -might throw in its lot with the 
enemy. * 
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policy; but this system of " exploitation by 
monopoly ” broke down. It was a complete 
commercial and political failure long before it 
was abolished. Freedom to develop along tfieir 
own lines was ultimately granted to the colonies, 
and such freedom has proved successful from the 
point of view of both the mother country and 
themselves. The earlier policy prevented the 
development of these colonies; they remained 
poor, and were therefore unable to purchase the 
goods we were eager to export. Mr. Angell goes 
on to say that the recont experience of France is 
not unlike our own. The French Colonial Law of 
1892 compelled those colonies not already bound 
by international treaty to admit French goods-free 
of duty, while France still taxed goods imported 
from the colonies. And those alone prospered 
which were already bound by troaty with other 
nations. Where the Colonial Law was fully 
operative trade was strangled, the colony r<v 
mained poor, and, consequently, France derived 
no benefit. A charge of policy w^s inevitable in 
the interests of France herself. 

What proved impossible to Great Britain and 
France must be impossibL to Germany or any 
other modem nation. 

• 

" As Great Britain is not able to exact tribute or 
economic advant a*e f it is inconsehfitíòle that any 
other eountry, necfssar;iy less experienced in colonial 
managemíht, wotud bt-ablê to succeet^where Great 
Britain had failed, especially in view of the past 
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history of the Spanish, Portuguese, French, and 
Britisn colonial empires ” (p. 99). 

Is |t conceivable, then, 

“ that Germany, if the real relations between Great 
Britain and her colonies were understood, would 
undertake the costliest war of conquest in history in 
order to acquire an absurd and profitless position, 
from which she could not exact even the shaaow of a 
material advantage ? " (pp. 107-8). 

The two propositions elaborated above are 
quite distinct. The first denies the possibility of 
complete conquest; the sccond denies the utility 
of complete conquest. In the first Mr. Angell States 
that a war of conquest must íail—the aggressor 
cannot win ; in the second he States that conquest 
cannot achieve its object. Failure to distinguish 
between the two .cases leads inevitably to con- 
fusion. Mr. Angell is probably right when he 
States (in effect) that Germany could not conquer, 
mth one eífort, a large colony like Canada 
ór Australiav But, with Britain out of the way, 
it is not unlikely that she wou',d be able to conquer 
and establish a strong colony in, say, Western 
Australia. And having obtained a footing in 
that continent, the gradual extension of control 
would not present iri|uperable difficulties. It is 
not improbable that, if British South África were 
formally seçarated from Britain, Germany would 
soon be able to Secure completfe control oyer that 
colony. It is not long stnce r rance ^and Italy 
àcquired tçrritory in North África, and Britain 
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annexed the Boer Republics. It is true that the 
South African colony was afterwards granted 
virtual independence. But this was not so much 
dictated by necessity as the application of tíie 
British idea of colonial government. German 
standards differ from our own. Complete self- 
govemment may be desirable ; it is not inevitable. 
It is not impossible to conquer a nation so com- 
pletely as to be able to exercise more or less 
permanent control over its government, until at 
any rate the population of the latter reaches a 
point which would represent ultimate military 
power corresponding to that of the conqueror. 

The statement that Germany cannot win in a 
war of conquest is of the nature of a challenge; 
it is a denial of the existence of that military power 
upon which she has long prided herself. It is 
practically an assertion that her pitparations for 
such a war are, and must inevitably be, inade- 
quate ; that she is attempting th(* impossible. • 
“ You are not so mighty as you imagine yourself 
to be, nor will you ever attain such snight, so why 
not give it «up as a bad job ? ”—this accurately 
represents Mr. Angell’s argument on the first 


point. " Even if you win outright you will get 
nothing put of it; any and.every colonial policy 
yóu can devise will be wimout profit to you ” 


sums up the second contention, which is obviously 
distihct. from the $st. , * 

In examining Mr. AbgelTs second ^contention 
it will be £^sumed that Jthe economíc policy which 
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now finds favour in Britain—free trado —is the 
best that human agency has yet devised. It is 
be^ieved by the majority of our people that this 
system mákes possible the fullest utilisation of our 
national resources. Moreover, since we believe 
our wealth to depend upon the wealth rather than 
the poverty of the rest of the world, we would 
regard with favour the adoption of our policy 
by other nations. Taking this extreme view of 
the benefits of free trade between nations, 1 even 
the preference now given by our colonies to 
British imports is not so desirabh as a universal 
system of free nnports would be. Nevertheless, 
if the two alternativos at present are (a) equal 
duties upon British and foreign goods imported 
into, e.g., Canada, and (b) differential duties (i.e., 
lower duties or no duties at all upon imports 
of British goods), the latter is decidedly better for 
us, as well as for the Canadians, because the in- 
•dustrial devêlopment of Canada is facilitated to 
the extent df such preference. Whether the exist- 
ing colonial preference is a- real gain therefore 
depends upon the extent to which the policy of 

1 Which I believe to be the right view for practical purposas, 
taking the distant futurk into consideration as well as the 
immediate effects. If it bf assumed that colonial federation, 
as advocated by the lati* Mr. Chamberlain, would bring 
economic gain to this country the conclusions indícated later 
:>ill still hold good, and even be strengthcned. The assump- 
tion in the texwvaá made partly bec<i ise Mr. Angell seems tp 
believe in free trade (although gartofvis argument denies its 
value), and partly because 0 the conclusions wh%h follow are 
weaker upon suchsissumption and therefore place Mr. Angeirs 
case in the best possible light. * ^ 
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the colony is one of differèntiating against other 
countries, or, on the other hand, differentiating 
in our favour. To illustrate this point, we míjy 
suppose (a) that Canadians believe a general duty 
of, say, 20 per cent. upon imports to be the best 
general policy for their country, but that, for 
political reasons, they allow British goods to enter 
on payment of a duty of io per cent.; (6) that 
Australians believe a io per cent. duty to repre- 
sent the degree of protection most consistent 
with the prosperity of their nation, but that, 
for political reasons, the duty against foreign 
countries ( i.e ., other than the British Empire) is 
raised to 20 per cent. In the former case we gain 
directly and the world gains indirectly; for the 
alternative is a greater degree of f>rotection, 
» which, by assumption, arrests the development 
of Canada and reacts upon the industrial progress 
of the world. In the latter example we gain 
directly by the preference, but the *world, and 
therefore ourselves, loses indirectly J for the 
alternative is greater Sreedom of trade, more rapid 
development of Australia, and a favourable re- 
action upon the industrial progress of the world. 
But our direct gain is much greater than our 
indirect loss. Probably neiftier of these is a 
true description of the exiãling policies of*the 
colonies, but, where preference is given, the former 

seems to be nearer vxe truth; 1 for* ttíC preference 

•* •' • 

1 Although 4he figures employed are merely^iUustrative, 
such seems almpst to be C|aada's policy. Recently she 
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to our imports is regarded as a concession to a 
greater extent than the discrimination against 
foreign imports is regarded as a g««sí-punishment. 
Cohsequently one may justly regard colonial 
preference, where it exists, as a real gain to the 
mother country and, indirectly, to the world as a 
whole. 

The case of Germany is quite different. The 
German Government has for many years pursued 
a moderately protcctive policy, and it may be 
presurncd that this policy finds favour among the 
people. If Germany " acquired ” Canada she 
would enforce *a policy beneficiai to herself, if 
not also to the new colony. Presumably she would 
extend the customs union. Canadian goods would 
enjoy preferential treatment in the German 
market, and to that extent the exports of the 
colony might 'be expected to grow. Wheat now 
purchased by Germany from Rússia and Argen- 
■«'tina would be obtained from Canada. Moreover, 
Canada wcfiild be compelled to discriminate in 
favour of manufactured goods imported from 
Germany and against similar good» sent from 
this country. We would suffer in the Canadian 
market in the same way as Rússia would suffer 
in the German markèt. Suclx a policy might make 
j^ttle 4 ' difference to Cknadian importers and con- 

appeared to br contemplating the afeolition of preference to 
this country; ^òut, according to la\est newspapér reports, 
she is about to increase <the ciuties upon foreign imports^ 
while retainiug tf.e old duties upon British goAls, The war 
is responsible for the change in 4 the proposed po/.icy. 
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sumers, since Germany would probably be able to 
supply them almost (if not fully) as cheaply as 
we did. The net result of the change of “ ownir- 
ship ” would therefore be a rearrangement of the 
parts played by the various nations involved, 
without much, if any, loss to the world as a whole. 
It is possible, indeed, that the world as a whole 
would gain ; for, while Canada would not neces- 
sarily be more highly protective than she is at 
present, Germany would have inade some pro- 
gress towards a free trade policy. 1 Rússia 
and Britain would losè, and Germany, if not 
also Canada, would gain. Wheiher the world 
as a whole would gain would depend upon the 
manner in which the protective system had been 
affected. If the total amount of 'protection 
proved to be not greater than formerly—if the 
barriers to trade, in the form of dutiès, had merely 
been shifted, without being increased—the world 
would probably not lose. The argumènt is some- 
what intricate. The essence of it is J that it is 
possible to alter the úndustrial arrangements of 
nations in such a way that some will lose and 
Others gain materially, without seriously affectiug 
the rate of world progress. But Germany would 

1 The result would depend upon the kind of preference 
giyen to Canadian goods. If Gerníany retained, as a mini* 
mum, her existing tariffs on agricultural products to protect 
home farmers—which not unlikely—ajid discriminated 
against foreign wheat-gowers by imposmg ^iigher duties 
upon their produc© than upon Canadian produce, her policy, 
in this respe<$, would be more highly protec^ve than at 
presènt, and, Jipon our main assumption, süe would be th© 
foser to ty© eãtent. 

E.W, 
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not trouble herself about world progress ; she 
would be concerned merely with her own advance- 
rj.ent and the welfare of her new colonies. 

À slight preference may produce, in some cases, 
far-reaching effects. The sites of some industries, 
such as mining, are exactly determined by nature ; 
but the homes of others may be fixed by more or 
less “ artificial” conditions. A fali in freight rates, 
a bounty in the form of a cheap site, a new inven- 
tion, the growth of shipping facilities—a host of 
such causes rnight be mentioned which influence 
the progress and may even change the location of 
a large part ofan important industry. It is some- 
times argued that a secure market such as a colony 
migbt provide would enable a group of industries 
to flouristfin Germany, which growth would bring 
many economies into being; and the latter, in * 
time, would‘enable the Germans to produce for 
the colonial market more cheaply than they or 
their competitors do now, so that the colonies 
would ultíinately benefit. In other words, trans- 
port facilities have lessencd the importance of 
purely geographic factors in the determination of 
national industries, and increased the importance 
of moral factors and others directly under the 
control of man. The aniline dye industry pro- 
vides an excellent íllustration of the importance 
of the human factor ” in e^onomic development. 
But the gbneral argument, Vhough theoretically 
sound, has not yet beên sufficient^/ tested by 
experience. 
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The weakness of Mr. Angeirs case is that it iâ 
based upon the assumption that the only alterna^ 
tives are the policy now pursued by Britain^fiid 
that enforced recently by France in África and, in 
earlier days, by ourselves. There is a third option 
—a zollverein between the mother country and her 
colonies; and if tliese previously employed the 
System of protection, such a zollverein would 
probably mean development towards free trade 
and, consequently, a gain to the world as a whole, 
as well as a special gayi to the nations affected, 
through the preíerence granted to eack» by the 
others. The extension of a customs union is the 
next best thing to universal free trade ; it briHgs 
advantages of the same characteç as those 
enjoyed through the absence of trade restrictions. 

It is quite true, as Mr. Angell p^ints out, that 
German trade with Canada and our colonies is 
growing under the conditions now obt*iining ; but 
such trade has grown in spite of these é conditions, 
and is less than it would be if Germany were 
granted the same Acilities as we enjoy. We 
could not, it we would, supply the whole world 
with all it needs of those goods—steel, cotton 
manufactures, etc.— which ye are accustomed 
to export. There must ob^viously be roona for 
the manufactures of other nations in the world 
market. And Gernfany is well equipped for t]he 
task of producing fòr export; But she has made 
progress a^ainst the stream; she* n< 3 w wishes 
to row ynm the strean?. Since the oljject is to 

■ * • '' 1 z 
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make headway rather than to develop muscles, 
.the direction of the stream is an important 
fafetor. 

This does not exhaust the colonial problem. A 
section of the German people look beyond the 
possible material gain to the next generation or 
so. They believe it to be the duty of the nation 
to legislate for the time—not very distant—when 
the population of the world will have increased 
to such an extent that a real scarcity of materiais 
will prevail. For the present it is to the interest 
of all v.r.tvons that new countries should be 
exploited and peopled. But later, when no virgin 
tesrritories remain, and new countries like Canada 
and Argentina have populations of their own so 
large as to require all the agricultural products 
grown there, the older industrial nations will 
experience difficulty in feeding their people. But 
before that gtage is reached the metais, it is argued, 
will probably give out, and before the supplies are 
exhausted their prices will rise to a much higher 
levei than that now pretfailing. This modem 
Malthusianism leads to the advocacy*of a colonial 
policy which will enable Germany to secure a 
permanent supply, $t relatively low prices, of the 
necftssaries of modeijjr industry and life. It is the 
duty of Germany, it is said, to acquire colonies 
containing ^netals and minerais, such as copper, 
coai and iron ore. ,Sucb cdlonies wouid not be 
allowed to «develop freely. Presüitoably they 
wouid be^compelled to impose dutieslon,, exports 



' TERRITORy AND ECONOMIC WELÍARE. 117 

to countries other than Germany; and their 
population would be kept within safe limits, in 
the interests of the mother country. Althou^ 
such a view may not be defensible, it is certáSüy 
intelligible The world as a whole (if tliat day 
ever arrives) will be in the same position, in rcgard 
to metais, as Germany is during the present war in 
regard to the minor metais and oil. It will be 
competing for a supply of necessaries which cannot 
be increased by mutual co-operation and further 
exploitation. Nature will be almost at the end 
of her resources. If «Germany or Áustria had 
annexed Roumania and her oil-figl do « »bo 't h migkt 
now be better able to withstand the siege of the 
Allies. Similarly, if Germany now acquires 
suitable colonies, she will be better,able in the 
distant future to maintain her place in the world 
and provide for her inhabitants. ,Mr. Angell, as 
already indicated, States that the merchant 
adventurer of old, acting on behalf of his country,* 
aimed at “ such arrangements as would prevent 
other nations from # searching for this wealth in 
precious mçtals, spices, etc., since, if they obtained 
it, he could not.” Some Germans believe that 
the policy they advocate will become necessary 
in the future for precisely the same reason. The 
economic philosophy which js at the root of such a 
policy is hignly speculative; but such a charge 
caii be brought ageanst all the coloiyal theories of 
a nation whiçh has oaly recently looked beyond 
its own tímndaries. 
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C. Destruction of Markets. 

"V^.There are people who believe that the present 
wa^s? certain to prove beneficiai to the trade of 
this country, in that it will enable us to cap¬ 
ture Germany’s foreign markets. They seem 
to imagine that the industrial development of 
Germany was a menace to us. Such is not 
necessarily the case. If Germany were removed 
from the map we should probably suffer con- 
siderable material loss. 

It is conceivable that the destruction of one 
w»jntrjr‘«v.:;.-5ld é prove a distinct advantage to 
another. Such a result would follow if both 
depended mainly upon tlíe same industry, and 
traded but Uttle with each other. If the South 
African goldfields were destroyed, Califórnia 
would undoubtedly benefit through the consequent 
rise in the value of gold ; if Argentina were laid 
Ovaste, wheat, would become dearer and Canada 
would grow richer. The world as a whole would 
be poorer, but ( the resulting loss to the surviving 
nation would not counterbalânce the direct gain 
from the destruction of its rival. Where two 
countries are mainly competitive their interests 
naturally conflict. *• 

On the other hand, f if two nations arecomple- 
nientary— i.e., if each is a vaHiable customer of 
the other witj^out being also a tserious çompetitor 
—the destruction of «-one* woxild involve con- 
siderable lo§s t *> the other. Rússia and Britain. 
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Canada and * Britain, China and Germany are 
examples of such profitable interdependence. 
The destruction of China would materrlly afíect^ 
German exporters of manufactured goo(Jg*''às 
well as consumers of China tea; and such 
exporters could not recoup themselves by grow- 
ing the tea of which the consumers had been 
deprived. . 

It is probably true to say that Germany and 
Britain are complementary nations to a greater 
degree than they are rival. Both are exporters 
of iron and Steel, cottqn manufactures, etc., and 
so compete, witliin limits, in neute 4 »«warhci&«. 
Moreover, each sends goods to the other which 
compete directly with the products of the home 
manufacturers, so that they are also jcompetitors 
within their own borders. To this extent they 
are competitive rather than complementary. But, 
apart from the gain to each from imports which are 
çheaper than the corresponding home products ,, 
the one profits by the existence and prosperity of 
the other in that a great part—perhaps the bulk— 
of their forçign trade makes them complementary 
to a greater extent than they are rival. AH 
modern nations which foster a great variety of 
industries are probably c<«mplementary rather 
than competitive. For coijipetition itself sesults 
ültimately in such a readjustment that the loser 
becomes a producei of goods in» \jhich there is 
less keen competition.* It would be dangerous to 
dogmatis| in this matter. A quantifatiye proof 
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is lacking. The nature of the changes in indus¬ 
trial arrangeraents which would occur if, say, 
%Germany were sunk beneath the ocean, can easily 
bè%dicated, but it is impossible to State the net 
effect of such changes. On the one hand, German 
exports would cease. The deíiciency would be 
made good by the other nations : the Americans, 
as well as ourselves, are now seeking means of 
supplying aniline dyes, for which, before the 
war, we looked to Germany. It is here that we 
are expected to gain. We would export Steel, 
machinery, rails, etc., to foreign nations who pre- 
---TO^JslJ?>te»ift s with our German rivais. But, on the 
other hand, German imports would also vanish, 
so *that ccrtain of the trades of all countries 
exporting to Germany would sufíer. And to those 
who argue that we would profit it is replied that 
this loss would-be greater than any gain we could 
achieve by capturing Germany’s foreign markets. 
«Instead of ssnding more machinery and rails to 
South America we would need to make for our¬ 
selves the seçii-manufactured steel which was 
previously imported from Germany, wjiile Ameri¬ 
can manufacturers would look after the needs of 
that continent. Or, again, we might supply the 
American market (which we could not do so 
cheaply as Germany ^id) while American manu- 
fácturers would supply us y^ith semi-manufac- 
tured steel (\\hfch they could not do so cheaply 
as Germany did). Whethtr the ultimate result 
would be gain or loss depends upon the };haracter 
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of the nation destroyed and that of the nations 
affected thereby. 

Considerations of space prevent a comple&í 
examination of this problcm. It is sufficjjjiff to 
say here that Mr. Angell is probably right when 
he states, in effect, that the prosperity of Germany 
is largely dependent upon the prosperity of this 
country, so that she would lose, rather than gain, 
if Britain were " wiped ofí the map.” But he 
is probably wrong when he iniplies that what 
holds for Germany and ourselves holds also for 
every pair of nations.» Every case has to be 
taken on its merits, for the ultiraítfe 'fefiêet 
depend upon the economic characteristics of the 
two nations compared. No general conclusiori is 
possible. 



CHAPTER VL 


THE INDEMNITY PROBLEM. 

In a discussion of the value of economic motives 
to war the question of an indemnity would demand 
little or no attention, for it is almost inconceivable 
that a modern civilised nation, carrying on trade 
with most of the countrtes of the world, would 
'êtfàzrTSRiF' fi r 'tvar against another merely for the 
sake of a sum of money euphemistically called an 
indemnity. Not only would it excite the indig- 
nation of other nations, but a " victim ” sufíi- 
ciently wealthy for the purpose would probably 
possess great vnilitary power, and the resulting 
war would prove so long and costly that the 
indemnity would bring little, if any, net gain. 
Such a warniefeats its own end. 

But the question of an intjeinnity assumes real 
importance in a detailed examination of the 
economic effects of a war produced by other causes. 
If Britain and hcr allies prove to be victorious in 
the present struggle,*an indemnity to Belgium, if 
not aíso to France, vjfll undoubtedly be provided 
íor in the final settlement. I%is important, there- 
fore, that the^conomic effects of the payment of a 
large sum by one nafion tb another be carefully 
estimated. It*ís not our^ present purpose to do 
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this; we are merely concerned with the manner 
in which the subject is dealt with in “ The Great 
Illusion.” 

In a chapter entitled " The Indemnity Eaci- 
lity ” Mr. Angell asserts that the payirrênt of 
£200,000,000 by France to Germany, after the last 
war between those nations, proved worse than 
useless to the latter: “ All the evidence plainly 
and conclusively shows that it was of no advan- 
tage; that the conqueror would probably have 
been better without it ” (p. 93) ; the “ flood of 
gold tumed indeed to duét and ashes so far as the 
German nation is concerned ’’ (p. 84}-** 
he States that “ the exaction of a large indemnity 
[has become] so costly directly and indirectly as 
to be an extremely disadvantageouB financial 
operation ” (p. 28). It is not clear, however, 
whether Mr. Angell believes it possible for a nation 
to gain at all from an indemnity, for on another 
page (83) he merely tells us that • 

• 

“ the history of the German experience with the 
French indemnity sug§ests the questiôn whether in 
every case an enormous discouat on the nominal 
value of a large money indemnity must not be allowed 
owing to the practical financial difíiculties of its pay- 
ment and receipt, difficulties unavoidable in any cir- 
cnmstances which we need confider/' 

« 

The evidence addu|ted by lir. Angell in proof of 
the futüity of the French indemnity |loes not call 
for lengthy comment. It is so inadequate, and in 
every way so unsatisfaçtory, that ft caíi scarcely 
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be called ‘ strong circumstantíal evidence.’ 
Germany, he tells us, suffered from a crisis soon 
>4fter the final instalment of the indemnity was 
paífe and experienced a period of severe depression 
lasting six or seven years. France, on the other 
hand, escaped both the crisis and the depression, 
and soon after the war was able to capture 
German markets. The depression in Germany, 
he asserts, was caused by the receipt of the 
indemnity, which led immediately to abnormal 
speculation, which, in turn, culminated in a crisis. 
^During the eighties trade recovered rapidly, and 
evfcT*sulcre ffidustrial Germany has advanced by 
leaps and bounds. But such recovery was not 
in c any way related to the indemnity; it was rather 
due to a combination of circumstances, among the 
chief being the customs union formed before the 
war. 1 A welí-known economist once wrote : 

“ A panic follows the creation of a debt, a panic 
follows the payment of a debt; in either case some 

> O 

1 Mr. AngeH does not attempt to show why this façtor only 
began to operat? about ten years ,*iter the war. One would 
imagine that the indemnity providèd the capital necessary to 
give effect to the extension of the unrestricíed trade area. 
Moreover, the evidence which he adduces to show the existence 
of depression is of little or no value. For example, he States 
(as evidence of depression) that within twenty months of the 
payment of the last instaknent of the indemnity the bank rate 
was hj$her in Berlin than in Paris. Such a statement conveys 
nothing. Apart from thf fact that one usually associates a 
low bank rate with comparativ^ depression, the average 
ofíiciai rate of discount for every single yéar between 1876 
and 1908 (and*probably since the látter year) was higher 
in Berlin than ih Paris. The Paris rate fliictuated less during 
this period than the Berlin and London rates, a fact partly 
due to the baakin^ laws of France, 
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wise man will surely appear to charge the commercial 
disaster upon the financial policy of the Government. 
It is a safe rule ... to deny a causal relation which 
cannot be traced with some degrec of clearness.” 1 

It is a rule which Mr. Angell has ignoredí"*^ 

It is quite true that the payment of the indem- 
nity was followed by a period of depression. It 
is probably true, moreover, that the indemnity 
intensified the depression at first. But to attri- 
bute the depression to the indemnity is a serious 
error. Mr. Angell has omitted other factors, 
which were undoubtedly of much greater import- 


In the first place the depression, as Sir Robert 
Giffen long ago pointed out, was almost universal, 
and followed upon financial panics in.Vienna and 
New York. For some years previously the trade 
of this country had increased very»rapidly; new 
countries had been exploited, railways constructed 
and other speculative enterprises nmdertaken. 
In Germany the expansion of trade, whether 
judged by the numfcer of joint-stqck companies 
establishedor by their total capital, was greater 
during the three years 1871—1873 than in any 
similar period before or since. It was the cul- 
minating point of the industrial revolution in that 
country ; it was the inevita^le consequenceof the 
deyelopments of t'Âe previous quarter-century. 
Speculation was undoubtedly encbyraged by the 
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ease with which the indemnity provided capital 
for the purpose and the readiness of the Govern¬ 
ment to finance trade through the banks. But 
it shejuld not be forgotten that only a part of the 
indemriiíy could have been used in this way ; the 
remainder was employed as loans to Áustria and 
Rússia, and in other ways which could not 
influence speculation. 

The German industries mainly affected by the 
speculative fever were railway transport, building, 
banking, mining and iron production. A well- 
known economist has elearly shown that the 
sew^ly ancM.uration of a depression are largely 
determined by the degree of maladjustment 
bdtween the different stages in the complete 
process of« manufacture. 1 Over-speculation in 
railways, iron manufacture and building generally 
results in a fairly long period of bad trade. As 
was the case in Germany during the period under 
consideraticw, these speculative enterprises outrun 
the immediate needs of a nation, and are com- 
pelled to wait until the rem^ining industries and 
the consuming jpowers of the community have 
‘ caught up ' with them. The almost inevitable 
result is a number of failures. But when firms go 
into liquidation theér assets are by no means 
destr&yed; they be^ome available for use later, 
so that such financial failurás do not necessarily 
indicate an eqüivalent loss to a nation as a whole. 
Many of the German dompanies floated during the 

1 Táussig, " Princípios of Economics.’* 
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boom of 1871—1873 were forced into liquidation ; 
but their properties—factories and mines—were 
aftenvards employed and added to the wealth of 


the nation. ** 

This leads to the consideration of tke second 


feature of the depression following the indemnity 
paymélit, viz., the fali in prices. There can be no 
doubt that some part of the fali was due to the 
over-capitalisation caused by the artificially high 
prices previously prevailing. The removal of the 
stimulus immediatcly caused over-production and 
a collapse of prices. But to ascribe the whole 
effect to this particular cause—$r ja/Etiuàdífre-^ 
quently adopted by Mr. Angell—is obviously 
illogical. As we have pointed out above, so’me 
part of the over-speculation would»have taken 
place in the natural order of things—how large a 
part it is impossible to say. But, apart altogether 
from that, two niain causes of the low prices, quite 
neglected by Mr. Angell, have to be noticed. The 
first was the establishment of a gold coinage in 
Germany and the re^umption of specie payment, 
in the United States, for the paper currency issued 
during and subsequent to the Civil War. The 
resulting scarcity of gold was severely felt in both 
countries, as well as in Britain. France, however, 
suffered less from this cause, for the inconvertible 
notes issued there óâxring tlie war with Germany 
remained in circulation, and so lesSejied the strain 
upon gold. The second cause was the failure of the 
harvests of 1875, 1876, and 1877» whích delayed 
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the recovery of trade, and even accentuated the 
depression. Germany, which was at this time 
almost entirely independent of foreign supplies of 
whea^. naturally suffered more than most coun- 
tries. ^he prosperity of her industrial enterprises 
was bound up with the prosperity of agriculture ; 
and the suffering of the agricultural interests was 
intensified by their obligation to pay interest upon 
comparatively heavy mortgages upon farms 
which had been purchased during a period of great 
agricultural prosperity, at prices determined by 
the proíits realised at that time. 

It !£■•.; o.f cTCarse, impossible to form a precise 
quantitative judgment as to the efíects of these 
particular causes, but it is evident that the 
indemnity *was no more than a comparatively 
unimportant factor contributing to the depression 
of the sevenlies in Germany. Taken cumula- 
tively, the main causes were the industrial 
changes preceding the war, culminating in a 
fever of speculation which infected most coun- 
tries; the scarcity of gqld during a period 
when the demand for that metal iccreased by 
leaps and bounds; and, finally, a series of bad 
harvests. 

It is highly probable, however, that the fali 
in prtces exaggerate^i the suffering of the time. 
Prices suffered more than the volume of trade; 
in other wçrds, the depression reacted more 
strongly upon the ‘employers than upon the 
working ciassefe. Employment, both in Germany 



Cf 


THE INDEMNITY PROBLFÍI. 


12Q 


and in this country, 1 was steadier, apparently, 
after the immediate effects of the crisis had dis~ 
appeared than the study of prices would suggest, 
and although money wages may have bpen re- 
duced, the still greater fali in priccs *ííade the 
period far less unfavourable to employed workmen 
than Mr. Angell seems to believe. 

France, we are told, escaped the depression. 2 
This is only partly true. Naturally her trade 
during the payment of the indemnity was brisk, 
and the country presented an appearance of 
prosperity; but the goods she made for export 
constituted, to some extent, the in4femi3A^..'j-?6elf. 
Her exports, which, normally, would have pur- 
chased a great wealth of imports, brought nothihg 
in return. She was heaping up vast wealth with 
feverish haste, for no return. Brisk trado and 

• 

1 Wc received no indemnity : on the contrary, wc assisted 

France by advancing part oi the payínent she had to make. 
Nevertheless, our experience was similar to tlutt of Germany, 
and the depression in this country probably as ^evere as that 
suffcred by the recipient of the indemnity. * 

2 The three important countries which almost escaped the 

depression were France, Sphin, and Italy-— i.e*, those countries 
in which mdusérialism, as we now understand the terrn, had 
not yet appeared. France even yet seems to suffer less from the 
rhythmicaí movement of trade. The “ big factory ” does not 
predominatc. It is rather a country of small organisatíons, 
which are not iníluenced so largely by speculative movements 
as our own intensely localised nmnufacturing industries, 
which are niainly in the hands of large joint-stock coin^nnics. 
This fact partly explains 4he earl>$ success and determined 
the cháracter of the Frenfch syndicalist movement. It also 
partly accounts for the comparative steaditxsss of industry in 
that country. The traditiohaí frugality oí thç French people, 
and their love for safe rather than*highly remunerative but 
more speculative investments, must also Ijp taksn into con- 
sideration. ? 

E.W. * „ y K 
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prosperity are, accordingly, not álways inter- 
changeable terms. Moreover, France paid a 
great part of the indemnity by transferring some 
of her foreign investments to Germany. The 
fonnerSiVjus lost imports in the form of interest 
payments on her investments abroad. The 
alternatives open to her were— (a) to do without 
such imports altogether, and be content with a 
lower standard of living ; (b) to pay for them by 
means of additional exports, which amounted to 
harder work for the same remuneration ; and 
(c) to manufacture at home goods which were 
~pre^QysJy imported. Mr. Angell has confounded 
prosperity with harder work for the same pay. 
To state the argument otherwise: the payment 
of the indemnity by France was equivalent to 
abnomial speculation, after which all the enter- 
prises created by it—factories, railways, etc. 
— completely disappeared. When reaction 
followed speculation in Germany, values suffered 
seciously, vbut the factories, etc., which grew 
out of such speculation, remained and contri- 
buted to the ultimate prosperity of the nation. 
In France nothing remained: the results of 
the toil of the people were almost as if 
the produets had b^en thrown into a bottomless 
pit. *. 

During recent moíiths m&st of the factories in 
this country have been working at highest speed, 
using up thé war loan, and many industries are 
sufiering írom» a shortage of labour. But it can 
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scarcely be maintained that the war has made the 
nation prosperous. We are merely using capital 
as inoome, i.e., living beyond our income. Again, 
when the war is over the shipyards will probably 
continue to be busy until the merch^rí vessels 
lost during war are replaced. But it would be 
foolish to argue from this that the nation is 
prosperous. The so-called prosperity enjoyed by 
France subsequent to the last war with Germany 
was precisely of this character. Mr. AngelPs 
whole argument on this point implies the old- 
fashioned belief in the economic Service rendercd_ 
by the window-breaker, who stirríP in 

glass. 

But assuming all he asserts to be true ; adinit- 
ting Germany to have lost rather than gained by 
the receipt of the indemnity, Mr. Angell has shown 
no more than that this particular indemnity was 
fu tile. It is dangerous to generalise from a 
single example. The loss might have been due to 
the size of the indemnity or to the? manner of 
payment. The repty to Mr. Angell,might then be 
that Gerrrvmy was suffering from “ economic 
indigestion ”; the body economic had taken a 
greater quantity of food (capital) at one meai than 
it could assimilate. But it would by no means 
follow that food in itself was not desirable or 
necessary. In anot&er pari? of his book (pp. 153, 
154) Mr. Angell States that the rece*nt development 
òf German trade would have been impossible 
without the aid of Freqch capital? Assuming the 

k 2 . 
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statement to be true, 1 why shoufd the same 
capital, because it enters the country through 
the instrumentality of the Government, be 
economically futile ? 

Mr. A^ell, in dealing with the general question, 
seems to admit that an indemnity is not entirely 
without economic valuc. He suggests that its 
value must be largely discounted for two reasons. 

(i) He quotes, with approval, Gifíen’s assertion 
that Governments cannot control capital so 
efíiciently as private individuais. Giffcrt made 
the statement over forty years ago, when the 
MarT rJifis.trtr y.hnnl of political philosophers 
reigned supreme. Since then Governments have 
ac4uired considerable experience in the manage- 
ment of capital funds. But assuming such a 
view to be true, the Government could transfer 
the indemnity*almost immediately to individuais 
by employing it in repayment of the national 
debt. * 

(*) “ The «transfer of an immense sum of money 
outside the ojdinary operations of commerce ” 
is attended with great practical difficylties. Mr. 
Angell quotes the following paragraph from 
Giffen:— 

“ The financial opentfions incidental to these great 
losses afcid expenses seriously affect the money market. 

* It is only a partial truíh. Frariêe supplied the capital at 
a lower rate than it could be obtained at elsewhere, so that if 
Germany had been unable to borrow from France she Avould 
have been compelled to abéract capital from other countries 
by offering slightly higher rates. Thus her devélopment wouldt 
probably have beerf oaly slightly retarded. • 
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They have been a fruitful cause, in the first place, of 
spasmodic disturbance. The outbrcak of war caused 
a monetary panic in July, 1870, by the anxiçty of 
people who had inoney engagements to meet to pro¬ 
vido against the chances of war, and thero w p anothcr 
monetary crash in September, 1871, owtffig to the 
sudden 1 withdrawal by the German Government of 
the money it had to reccive. The w r ar thus illustrates 
the tendency of wavs in general to causo spasmodic 
disturbance in a market su delicately organised as 
that of London now is.” 

Mr. Angell adcls that the difficultics experienced 
forty-íive years ago were “ trifling ” in corn- 
parison with those which would afctend a similar 
operation to-day, when the credit System has 
become highly organised and the financial relations 
of nations are extremely delicate. # 

The truth of the quotation cannot be denied. 
The sudden withdrawal of a large §um of inoney 
by one nation from anothcr must obviously upset 
the money market. Moreover, if # the whole 
indemnity were suddcnly handed o^er, in j:he 
form of goods and cash, serious disloeation of 
industry in the reoÍLving nation would follow. 
But it is by no means necessary that a large 
indemnity should be paid at oncc; nor is it 
necessary that, if paid at once, it should take the 
form of money or concrete *goods. Giffejj was 
careful to point autithat tfye monetary disturb¬ 
ance was caused by the sudden «withdrawal of 
money by Germany. In yiew of# the present 
situation this point demands furthgr examination. 

» The itaiics ar^mine.—J. H. J. 
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It is conceivable that Germany will be com- 
pelled to compensate Britain for the material 
loss involved in the present war ; and it is further 
likely ttat the need for capital in Germany will 
be greate. than in this country. Under such 
circumstances Germany might become the 
debtor of Britain; our own Government would 
become holders of German “ script ” or bonds 
and be entitled to interest payments; in 
other words, we could lend money to Germany 
for the purpose of paying us the indemnity. 
The Governn^ent need 'not hold such bonds 
indefínife!^— íhey could be sold on the market and 
a ,part of our national debt cancelled with the 
proceeds. The net result would be that some 
investors, previously holding British Consols, 
would become investors in German Imperial 
funds. If Germany, for the first few years, found 
it unproíitable to meet the interest payments from 
tire proceects of industry, such interest would be 
reinvested as capital in that country; or, again, 
if it paid Gérmany to renv.t the interest, while 
we preferred to postpone its acceptafcce, it would 
be reinvested abroad. 

On the other hand, if the need for capital 
proved to be greatdr in other countries than in 
Germany and Britai^i, the indemnity to us might 
take the form, of exports from Germany to those 
countries, who wou|d become our debtors; in 
other words, the goods ultimately comprising the 
indemnity could be sent to the country in greatest 
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need of them, while the claims, or bonds, repre- 
senting such goods would be sent to our Govern¬ 
ment, who would be entitled to interest. Wlien 
one nation “ pays an indemnity ” to another it 
presents the latter with a claim upon^fself; but 
it does not necessarily follow that the creditor 
nation presses for immediate payment. Such 
payment will be made not “ outside the ordinary 
operations of commerce/' but in response to the 
relative needs of the creditor. And the develop- 
ment of international credit, so far from making 
the payment of an indemnity more difficult, lias 
probably facilitated such paymení.--^* 

The foreign exchanges present an abnormal 
appearance when one nation imports, on balance, 
large supplies from another, but their appear¬ 
ance becomes normal when a loan is issued in 
the creditor country, and the proceeds are 
employed in payment of such goods. During the 
past few months we ha ve importei vast supplies 
from the United States, which are not paRl for 
directly by exports» to that country or indirectly 
by exports to some other country, which, in turn, 
sends goods to the States. The result is that 
the “ exchange ” on New York has gone steadily 
against us. But it will b# righted partly by the 
sale of American ^ecurities held by Bntish in- 
vestors, just as the Russian exchange on London is 
now being assisted by thetesue of^ a Russian loan 
in this country. If Germany agreed # to pay us an 
indemnity of, say, ^100,000,ôoo, the position 
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would be precisely the same as thóugh we had 
exported goods oí that value to Gemiany and were 
awaiting “ payment.” The exchange on Ger- 
many would be strongly in our favour, and would 
present al^unusual appearance. But it could be 
righted by the issue of a loan and the exportation 
of bonds by Germany to London, just as in the 
case of Rússia now. If we realised such a security 
with great speed, it is likely that its value would 
fali, and we should lose in the process. Probably 
such a loss is being experienced at the present 
time both by France and Britain, for they are 
calling in. thoif foreign investments with con- 
siderable Tapidity. These are being paid in 
goocls—wheat, boots and shoes, copper, airships, 
etc.— which are sold by America at abnormally 
high prices— i.e., the Allies are realising their 
investments at* a heavy discount; they are re- 
ceiving in return fewer goods than they would 
be roceiving Under normal conditions. 

The conclfision, then, is that the payment, in 
bulk, of a large indemnity may t ,rnean no iaore than 
the issue of a loan. Whether the value of such 
indemnity has to be discounted depends upon 
the manner in which the new bonds are utilised. 
If they ire carefully manipulated trade will not 
be seriofisly disturbed by the igdemnity itself. If 
lhe new loan or investínent is called in suddenly 
the money market, and trade itself, will be dis- 
located in çrecisely the same manner as they 
would be if other foreign investments were quickly 
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íealised. In* the circumstances we have assumed 
the only danger of dislocation would be that 
caused by the payment of interest. An indemnity 
loan of £200,000,000 to Germany, if issued at 
5 per cent., would mean a payment of /30,000,000 
a year in the form of interest. But tne sum is so 
small that the danger is quite negligible. More- 
over, as already observed, if it were more proiitable 
to reinvest it in Germany or elsewhere the exports 
írom Germany on its account would not enter this 
country. 

The political question remains whether it would 
be possible to pcrmit the payment t) f an indemnity 
by the issue of a loan. Thcre seems to tfc no valid 
reason why it should not bc done, for the Geririan 
Government, by subsequently repudiating its 
obligation, would be injuring, not our own 
Government, but the holders of the bonds, who 
might soon be private individuais in this and 
other countries. And it is hardly possible that it 
would so injure private bondholders. • But if*the 
danger w r ere too gr^at it would jpe possible to 
compel the.German Government to surrender the 
foreign bonds held by its own people, to whom it 
would issue its own bonds in exchange. Such a 
method of payment is ess^ntially the same as 
the other. # * 

So far we have assumed that Germany pays an 
indemnity to a nation which is hot in neéd of 
capital. The case of Belgiuín differs slightly from 
the above. The need (or capital* to cSrry on the 
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work of restoration would be consideVable, so that 

* 

the indemnity would be paid up almost im- 
mediately. The transaction would take the same 
form as the first, and the Belgian Government or 
the holdqrs of bonds would sell these either in 
Germany íeself or in other countries. In return 
Belgium would receive the necessary commodities 
in such manner and to such extent as she desired, 
while those who sent goods to her would be 
exporting capital and would become creditors of 
the German Government. 

The implicit assumptioji in Mr. Angeirs state- 
ments seems t« be that the nation receiving the 
indemnitjT^rnust accept, within the stipulated 
petiod of payment, either goods or cash. Even 
Germany, a$ we have seen, reinvested part of her 
indemnity in Áustria and Rússia, while part was 
employed in csncelling State debts, thus releasing 
capital for investment elsewhere —even in France, 
if the interest offered there had proved sufficiently 
attractive. * Only a portion of the indemnity was 
paid in goods and cash ; and only such portion 
can be said to have materially assisted^speculation 
in Germany itself. The payment of the indemnity, 
as Adams and Leroy Beaulieu pointed out long 
ago, was but a " transaction in credits ” ; and 
the wonder is, not that Germany and France were 
afiected so much, buct that ftiey w v ere affected so 
little. * 



CHAPTER VII. 

THE MATERIAL COST OF WAR. 


One of the striking features of the twentieth 
century, in the world of thought, is the readiness 
of people to abandon orthodox views, simply 
because they are orthodox. In philosophy, art, 
religioii, and economifcs new ideas are often ac- 
cepted, and become popular, simf>ly because they 
are new or are supposed to be new.' Bergson- 
ism in philosophy, futurism in art, and the “ new 
theology ” in the world of religion have captured 
the popular imagination. Who has not heard 
Bergson expounded by one who had never made 
the acquaintance of Kant, Hegel, or Green, 
" cubism ” extolled by a man weariifg brown boots 
and a grey tie, Campbell discussed bj' the stranger 
to Hamack and Jbairbairn ? Heterodox views 
may be Tight, nevertheless they often become 
popular, not because they are right, but because 
they are heterodox. 

Mr. Norman Angell ha# gathered around him 
a large, influential» and responsive audlbnce. Tt 
is highly probable that ínany of this audience 
have never heard of Marshall,^ Wagner, 1 and 

1 Nor is any indication given in Ange4i's books of the 
views of economista of repute upon any of the subjects dealt 
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other outstanding writcrs on cconomic subjects. 
And yet a knowledge of current economic 
doctrines, and the foimdations upon which they 
have been built, seems essential to an adequate 
discussion i^í Mr. AngeU's theories. The previous 
chapters of°this book have been devoted to an 
examination of the particular propositions laid 
down in “ The Great musicn.” Taken togethcr 
they may convey the impression that the writer 
is not among Mr. AngeH\s admirers. Such is not 
the case. It is not necessary to agree witli an 
author’s views to apprebiate his ability and 
earnestness. “'The Great Illusion ” must leave 
a deep impression upon the mind of every 
rcacicr. Argument lias followed argument, asser- 
tion been added to asscrtion, until the accurnu- 
lated effect is almost overwhelming. It is diffi- 
cult to rccall a book in which facts have been so 
cleverly marshaUed to a given end. Neverthe- 
less, when the personality of the barrister is 
rcmoVed and the argument stripped of rhctoric 
and restated in simple and unambiguous Herms, 
the doctrines are not satisfying. The reader and 
listener are carried away by the pleading eloquence 
and earnestness of the barrister rather than con- 
vinced by the evidence. 

Mr. AHgell has given exprecsion to two truths 
which need to be emphàsised at a time when most 

with in the variousxhapters.. Mr. Hartley Withers has been 
qüoted ; but none of the quotations is strictlyrelevant to the 
main subjeçt of the book—the economic effects of war and 
cónquest, ‘ ■ f . 
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of the European nations are engaged in a war 
which must help to shape the development of all 
concerned. The first, to which reference lias 
already been made, is that it is folly to imagine 
that Germany can completely destroy Britain 
or Britain Germany. The people M the con- 
quered nation will continue to exist; most of 
the factories, workshops, railways, etc., will 
remain, ready to be employed in competition with, 
or as a complement to those of the conqueror. 
And eve.11 if the country could be laid waste and 
its people killed off, the actions of the conqueror 
would rccoil on his own head. • 

The second truth is that defeated* nations 
recover quickly after war. Mr. Angell points dut 
that the history of France after 3,871, Rússia 
after the war with Japan, and Spain after her 
defeat by the United States psovides ample 
proof of this. The explanatiqn seems to be that 
the energies of the nation, which weae previously 
expended in the interests of miliíarism and 
political aggression, are employed in economic 
and social reorgani&tion. This is a message 
of hope. *Tf Germany is completely defeated, 
and her genius is afterwards concentrated upon 
political and economic advance rathcr than 
expended upon military and naval affaws, the 
material loss to Eui&pe caysed by the present 
war will the sooner be made good.* 

The other doctrines exponnded by Mr. Angell 
are, as already shown, largely fglse. «They are 
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plausible, and when joined together áfeem to prove 
the main thesis. Yet at best they are but half- 
truths. The argument is mainly inductive ; 
Mr. Angell’s conclusions appear tô be based upoo 
evidcnce provided by the experience of nations. 
But he seOT« to have misinterpretcd such experi¬ 
ence. Two important errors of reasoning are 
evident in raost of the chapters. The first is 
what logicians call the post hoc ergo propter hoc 
fallacy— i.c., that if A. follows B. in point of 
time, A. is caused by B. Depression followed 
the receipt of the indempity by Germany ; the 
indemnity wa« therefore the cause of such 

depressiau. Again, he writes : 

< 

“ It is since Great Britain added the goldfields of 
the world to« her ' possessions ’ that British Consols 
have dropped twcnty points. Such is the outcome, in 
terms of social wetl-being, of military success and 
political prestige ! ’’ (" The Great Illusion,” p. 78). 

No referencd is made to Lord Goschen's conversion 
scheme, to' the widening of the field of trustee 
investment, apd to the general downwaçd trend, 
in recent years, of guaranteed stockg bearing a 
fixed rate of interest (or, in other words, of an 
upward trend in the net rate of interest) through 
the opening up of npw countries and the con- 
sequeirl “ pull ” of capital away from this 
country. < 

The second' recurring error in Mr. AngeU’s 
reasoning is that of dontrasting present economic 
conditions* in military and non-military States 



THE MATERIAL COST OF WAR. 143 

without refeíence to the non-military factors in 
their development. To take one example: 

" All the might of Rússia and Germany cannot 
secure for the individual Citizen better general 
econoinic conditions than those prcvalent in the little 
States ” (p. 36). y 

This is beside the point, which is whether the 
military State is in a better economic position 
than it would have been in the absence of adequate 
means of defence. 

Military power may be used for defence or for 
aggression. Safety of ljfe and security of property 
depend upon power. In civil life the safety of 
the individual depends upon his power > and his 
power lies in his ability to call in the policeman. 
The citizens of all modern States .have pooled 
their power, and so increased their individual 
strength and reduccd the cost of maintaining it. 1 
This is but the method of insurance. And it is 
np more the negation of “ force ” than insurance 
is the negation of saving. The gre&test sitmer 
against^ociety reco^nises the futili^y of attacking 
an individjial able to draw upon the superior 
eollective power; but if such power is not 
available (as in a lonely road after dark) the 
criminal accepts his chance and the victim of 
attack sufíers. s 

Nations have not yet employed the method of 

mutual insurance, consequently nfost of them are 

♦ !) 

1 in doing this they abandoned all idea of erpploying it in 
attack. . J 
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compelled to rely upon individual eSiort. Some, 
like Holland and Belgium, depended upon a power 
similar to though weaker than that enjoyed by 
the individual within a State; they looked to the 
military power of those States which had signed 
trcaties giíferanteeing their independence. For 
the security of the weaker States ultimately 
depended upon the power of the signatories to 
enforce the treaty, just as the security of the 
Citizen depends upon the power of the State to 
enforce its laws. Probably those States also 
expected much frorn the eense of moral indigna- 
tion of othcr rtktions. But tlieir faith was mis- 
placed. d'he spirit of help and sacrifice is still 
weak among nations acting in their corporate 
capacity. * 

It may be that one result of the present war 
will be the subStitution of strict international law 
and order for the chãos of the past. If so, the 
separate States will then be adopting the method 
of mutual Insurance, or pooling their wealth of 
power. But t this means ttie centralis$tion of 
“ force,” not its abandonment. Each of the 
States will still be powerful in defence, but its 
power will consist in being able to call upon the 
collective military apd naval strength of the 
-States Controlled by such la^. Such an arrange- 
ment involves the abandonment of all idea of 
aggression, for ággression now implies criminality. 
Moreover, it * will mean the definition and 
enforcemeiít of the " civi} rights " of the units 
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(nations) in íhe world State ; and “ civil rights ” 
here practically means the power of each nation 
in its dealings with other nations. The arrange- 
ment seems to assume that nations are or will be 
psychological entities; and at present they are 
too loosely bound to be so regardítl. Such a 
world Government would be as unstable and 
impotent as a coalition Government in a demo- 
cratic State containing a large number of dis- 
tinct parties with interests which conflict more 
often than they are identical. And just as 
Prússia became the dominating State in the 
German confederation, so, too, oncf (or a combina- 
tion) of the nations of the European 6r woçld 
confederation might grow to be a dominating 
and dangerous power within it. * 

For this reason the success of such an inter- 
national arrangement, under preséht conditions, 
is doubtful. It would alinost ihevitably rnean the 
retention of the status quo. Britain would retain 
her colonies, while Germany would ríeed to’ be 
content frith her pr^ent possesSions. For it is 
scarcely conpeivable that Britam, in her present 
temper, would readily present Germany with 
some of her own colonies, or that such colonies 
would consent to be transferjed. It is somewhat 
doubtful, however, whether international kfwand 
order similar to that prevailiftg within a State is 
cónsistent with the colonial system as we now 
understand it. * * 

When a State pursuess, an aggreSsive policy for 
B.W. 
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material gain the end in view is* likely to be 
annexation or colonial expansion. 1 It is of the 
nature of an industrial enterprise. The State 
sinks capital because the return seems adequate 
to the expenditure. Mr. Angell denies the 
possibility c» a return in any shape or form. But 
this seems an exaggeration : all that can be 
asserted is that the “ income ” is remote, un- 
certain, and often inadequate. Wliat the cost 
of such a war would be it is impossible to indicate ; 
nor is it part of our object to provide an estimate. 
The experience of the world during the present 
conflict shows c that it is not fully borne by the 
bplligcrínt nations. All the countries of the 
world which trade outside their own borders are 
affected by*the disturbance of credit, interference 
with transport, and the contraction of markets. 
But the injury inflicted upon neutral nations 
would not be ta&en into consideration by the 
nation seefdng economic gain by means of con- 
quest, except in so far as such injury might react 
upon its own \telfare. 

The cost to the aggressor is partty dírect and 
partly indirect. The indirect cost we know to 
be heavy, from recent experience. Many indus¬ 
tries have suffered* matcrially during the war. 
First,* industries catering to the luxurious habits 
of the people, both rich and relatively poor. 

1 In the first*chapter h was pointed out that States are not 
oíten intluçnced by economic motives to the exdusion of all 
others. 4 
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Secondly, industries such as cotton manufacture, 
depending upon European markets. The euerny 
countries buy nothing, while the Allies and 
neutral countries import far less (excluding war 
material) tlian in time of peace. Thirdly, indus¬ 
tries depending upon foreign supjiíies of raw 
material. Such material is either unobtainable, 
as in the case of synthetic dyes, or obtainable 
only at considerably higher prices, as in the case 
of pit-props. Finally, many of the professions 
ha ve been seriously injured. The loss causcd 
by the dislocation of industry should be included 
in any estimate of the cost of waf! 

A second indirect cost of war (closcly related 
to the first) shows itself in the rise in prices. The 
cost of living has increased materially since July. 
Briefly stated, the cause of the rise in prices is a 
shortage of supply. The reductiofi in supply is 
due, in some cases, such as (ín Scotland) coai, 1 
to scarcity of labour. The proportiSn of work- 
men who have joined the army is greater thanthe 
industrytcould spar^ upon the ássumption that 
prices were.to remain practically undisturbed. 
If, in consequence of the war, demand is reduced 
by 5 per cent. and 10 per cent. of the wqrkmen 
are withdrawn, a rise in priçe is inevitable if the 
remainder do not constnt to increase their dutput. 
In other cases the shortage <*f supply is due to a 
reduction of transport facilities ôf all kinds— 

1 The rise in the price oi coai is due parti y, if not inaihly, to 
other causes. . . • * 
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shipping, railway, and motor. Agaín, the prices 
of some articles (such as aspirin) have materially 
increased because such articles were partly or 
wholly obtained from the Continent. In some 
cases the total supply of a commodity has been 
increased rkber than reduced, but the require- 
ments of the Government are so great that the 
proportion available for private consumption 
has been largely reduced. Hence the rise in the 
prices of woollen material, leather goods, etc. 
Finally, where combinations among sellevs exist, 
consumers are probably made to suffer more than 
market conditibns seem to justify. Probably the 
h\gh prices prevailing for house coai in some 
districts are partly accounted for in this way. 

The direot cost of war is not so easily explained. 
We are told, on the one hand, that the war now 
costs the nati&n wçll over a million pounds a day, 
so that the wealtlí of the people is being rapidly 
exhausted.' On the other, it is urged that the 
nation is well able to bear the strain, which is 
much less than appears # at first sigjht. The 
amount of unemployment is practicaUy negligible ; 
prices are high and wages are rising, so that neither 
employers nor workmen suffer much as producers 
and consumers. Tljose alone suffer much who 
pay hhavy taxes. There *s an element of truth 
in both statements»; the latter is less plausible 
than true provided certain conditions are fulfilledL 
Unemploymênt figures published by the Board of 
Trade coírvey iittle infofmation, for those indus- 
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tries which ire injured by the war are not ade- 
quately represented in the Government returns. 
Moreover, the extent of dislocation of industry is 
hidden by the fact that large numbers of workmen 
who would otherwise have been unemployed have 
become soldiers. / 

The lirst approximation to the real cost 1 of the 
war may be obtaincd in the following manner. 
Assume, for purposes of illustration, the contribu- 
tion of Britain (i.e., excluding that of the colonies) 
to the army and navy to reach an average of 
2,000,000 men 1 during fche war. Assume, further, 
that for every soldier and sailof one civilian is 
engaged in the production of strictly war «naterials 
and Services, that is, materiais and Services which 
would not be required for the soldiers e.nd sailors in 
times of peace. Thus 4,000,000 men are engaged, 
duringthe war, in " occupations " Rot all of which 
would exist under ordinary dtmditions. If it be 
assumed that 1,000,000 men were* engaged as 
soldiers and sailors, or at industriáf and ctther 
occupations connectçd directly or ijidirectly with 
national defence, in time of peace, it follows that 
3,000,000 men have been withdrawn from their 
ordinary employments to assist on the fieldof battle 
or behind it in the present stjuggle. And the direct 
material cost of the» struggle to the nâtiSn is 

è 

1 Material factors alone are dealt with,*and no attempt is 
made to “ capitalise ” the wealth # lost through loss of life in 
war. • 

a All the following figures are mercly illustr^ive, and are 
taken almost at random. • 
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equivalent to the cost of maintaining 3,000,000 
men (with their fatnilies) in idlencss, together 
with that of replacing property destroyed by the 
enemy. The loss to the nation seems at first to be 
the sum total of goods and Services which these 
3,000,000 mVi (and women) woidd be adding to 
the national wealth if thcre wcrc no war. But 
this is not quite truc ; it is neccssary to deduct 
the extra work perforrncd by those who remain 
at home : for cxamplc, married women, once 
teachers, resume work at school, while continuing 
to perform their dom estio duties, in place of men 
who havc joinecl the army ; cierks, accountants, 
lawyers,‘shop assistants, etc., work harder than 
ever beforc; Bclgians in some places are given 
opportunitiefe to work at their callings. 1 Morcover, 
a small percentage of the new army were probably 
“men of leisurc’’ or young apprentices before 
war broke out. Flnally, industry has been to 
some cxtent reorganised to meet the new con- 
ditiôns. Assuming the above factors to account 
for 200,000 meli, and tha£ 50,000 allbns are 
interned and so unablc to work, thealoss to the 
nation is the normal contribution of 2,850,000 
men to its annual income. 

The ability of the fiation to continue the war 
for a fong pcriod dependf upon three factors, 
which are distinct, tíiough related. These are— 
(1) the goods and Services which are sacrificed; 

1 Canadiaçs have been brought to work in engineering 
factories on the Ciycle. 
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(2) the manÁer in which the burden is distributed 
between the different classes in the community ; 
and (3) the extent to which it is spread over a 
long period. 

The goods and Services which arc least uscful 
socially are not the ones in least demand. The 
amount of human energy annually clevotcd to the 
supply of harmful or useless luxuries, together 
with the amount spent on the manufacture of 
capital goods for export (to which refercnce will 
be made in a moment), is probably greater than 
that withdrawn from. ordinary occupations for 
employment in carrying on the «present struggíe ; 
so that if industrial capital conld be injmediately 
adjusted to the new conditions, and we gave up all 
luxuries and ceased to export capita^ the war could 
be continued almost indcfmitely without addi- 
tional burden. 1 But such an adjustment cannot 
be made without loss and in a day or a week. 
The production of luxuries, like aH other goods, 
is a long process. The applianCfcs (factories, 
machibery, warehouses, etc.) which contributo to 
it—whicfy are realfy the past labõur employed in 
it—are already in existence ; and, unless such 
appliances can be employed for other purposes, 
the only human energy engaged in the production 
of luxuries at the #momênt is the # dirrct*Iabour 
engaged by the employe f rs, and that which is 
represented in the price of Aw material. A 

1 It is obvious that the annual interesí lost to this country 
is a steadily accumulatin^ sum t 
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sudden break with luxuries (assumfng that the 
fixed capital employed in the industries concemed 
are not adaptable to otlxer uses) would therefore 
produce considerable dislocation and loss, which 
would need to be added to the cost of war. But 
it is unlikely {hat the consumption of luxuries will 
be reduced to the extent which seems desirable. 
Among some sections of the community it will be 
largely diminished, because these suffer more than 
others from the effects of the war. This leads to 
the examination of the second factor—the dis- 
tribution of the cost of jvar between different 
groups in the community. 

War no) only reduces the wealth of the nation, 1 
but' also affects its distribution. In the first 
place, as alreg.dy indicated, the cost of living is 
raised ; and the loss entailed by a rise in the cost 
of living varies» inversely with the income—the 
smaller the income ífche greater is the suffering. 
Secondly, money incomes are affected in different 
ways. Woíkpeople employed in trades which 
are depressed during war probably face the|higher 
cost of living with wages smaller in aiçount and 
more irregular. Those employed in industries 
affected directly or indirectly by war contracts 
may be able to secure an increase in wages com- 
mcnsucate with or even greater than the rise in 
'their cost of living. 'Çhey share the " windfall " 

with their immediate employers. What is true 
€ 

1 Using the teni “ wealth " in the sense in which it is 
generally employed, with no ethical signiücance. 
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of workmertàs true also of employers and owners of 
capital. People in receipt of nominally fixcd 
incomcs, and those engaged in professions, are 
called upon to bear a disproportionate share of 
the burden, in reduced salaries, harder work in 
many cases, higher cost of livingyand increascd 
taxation. Consequently the burden of war is 
unequally distributed as between diffcrent groups 
in the same class. 

Probably no economic question raised by the 
war lias led to so much confusion of thought as 
that of controlling and altering such distribution. 
Nor is this surprising, for it nfises a number of 
difficult problems, which cannot be» discixssed 
here. At this point it need only be stated that 
where employers enjoy great incneases in total 
net profits in conscquence of the war, or workmen 
secure relatively higher wages rates through the 
same cause, such addition^ should be deducted 
from the total cost of the conftíct; Tor they 
merely represent a transference of*money from 
one glbup to anotjier, in virtue qf the fact that 
the lattef, for the moment, enjoys a quasi- 
monopoly. They do not represent expenditure 
of labour and capital. 1 

The cost of war is spread over a long period. It 
is commonly suppocftd that such a distrtbiítion is 

1 The same will be true of ôie salaries of Government 
officials if the proposal to increase them is adopted. The 
defence of the proposal (the r&e in thç cost of living) is 
irrelevant. But the " war-bonus " given for additional work 
performed during a period of stress Js fully ^justified. The 
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eífected by means of loans and taxes.* It is held 
that the burden is placed on the present to the 
extent that funds are obtained by means of 
taxes and postponed to the extent that funds are 
obtained by borrowing. This is not wholly true. 
Suppose A. p^ys £20 additional income tax in 
consequence of the war. If it is paid out of income 
which would otherwise be devoted to the purchase 
of consumption goods — clothes, luxuries, etc.— 
it represents a present burden. But ii it is paid 
out of income which would otherwise bc saved, 
it represents a future burden—it diminishes the 
supply of capital.* If A. Icnds £20 to the Govern¬ 
ment whicji he would normally spend as income, it 
represents a present burden. If that sum would 
have been saved in any case, it represents a future 
burden. It is not so much the method of obtain- 
ing the tnoney ãs the way in which such money 
would have been employed, if there had been no 
war, that indiíates the extent to which the burden 
is distàbutecf between the present and the future. 
If the labour £ntrgy withdrawn frorn irflustry 
would otherwise have been employed iji the pro- 
duction of goods for current consumption, the 
burden rests upon the present; but to the extent 
that such labour force would have been employed 
in thé proditetion of capitai goods (to be used 

case of the engineers in tlfe Clyde valley is quite diiierent. 
The present dispute is largely connected with events which 
occurred before w%r broke dut. The labour problem as it is 
afíected by war is examined by the wríter in an artide which 
appears in th€ May rfcimber of Tfye Polilical Quavterly , 
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ultimately* in the manufacture of consump- 
tion goods) the burden is transferred to the 
future. Nevertheless, it is probably true to say 
that loans are made largely out of current savings, 
while taxes generally restrict consumption, so 
that the method employed by thn Chancellor in 
financing the war is importante Taxation tends 
to restrict consumption at a time when such 
consumption should be restricted among the 
relatively rich. 

If the loans are obtained within the borrowing 
country the war is • carried on out of current 
savings, voluntary or forced; # the nation is not 
increasing its indebtedness to other jiations, or 
reducing its claims upon them. Probably ncarly 
all the first British loan was obtainçd out of current 
savings. It is true that we imported large 
quantities of war material from^he United States, 
but such imports took thc#place, to some extent, 
of other goods (such as raw cotton), which are 
normally sent over in payment of interest upon 
our Ihvestments jn that country and elsewherc. 
Moreovef, we exported considerable supplies of 
war materiais to our Allies, so that the net effect 
seems to have been as stated above. We did 
not seriously injure our position as a creditor of 
foreign nations. But it is equall^likdy^hat we 
did not strengthen it. |Current savings, which 
woúld normally have been employed partly in 
the export of capital an*d partly in extension of 
home trade, were erqployed in*carrying on the war. 
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The rate of expenditure has sinctí increased, 
and it is likely that we are now utilising the 
resources of other countries— i.e., we are reducing 
our claims upon our debtors. The new loan may 
possibly be fully subscribed by the people of this 
country ; but tfiey will only be able to supply all 
the “ money ” u they realise their foreign invest- 
ments. Such a process is equivalent to borrow- 
ing capital abroad. The capital is' repaid or 
advanced in the form of goods—war materiais or 
other commodities. Such commodities are either 
(à) those which were normaüy imported, for which 
other goods were previously exported as payment, 
but now açe not so exported, so that those who 
manufactured such exports are set free to assist 
in carrying on <the war ; or ( 6 ) those which were 
not previously imported, but made in this country, 
so that the makers of such goods in the past are 
also set free for the Jírurposes of war. In other 
words, the e"xcess of imports (which have 
materially increased) over exports (which have 
diminished) indiçates the extent to which are 
reducing our exports of capital and cplling in 
capital already invested abroad. The “ willing- 
ness ” to do this depends upon the relative rates 
of interest at home and abroad, together with the 
rate of ^diacouht at which we %all in our capital . 1 

1 We are imporüng at exíeedingly high prices—in other 
words, we receivc relatively little for each ^100 of capital 
which we recall. Wç gave mhch more for that süm when we 
invested it, so that we are rcalising our investments at a heavy 
discount. 
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The extenttío which the normal extension of home 
trade and the exportation of capital are reduced, 
and our foreign investments are realísed, is also 
the extent to which the burden of the war is 
transferred to the future. 

These facts are of considerable importance in a 
discussion of the effect of the war v^)on distributiom 
Stated briefly, war destroys capital; during the 
present war we are using capital as income. lt 
is inevitable, therefore, that scarcity will prevail 
in the future, and that the rate of interest will 
rise. And since th£ present war practically« 
involves the whole world, in the economic sense, 
and the world as a whole is using most of its free 
capital as income, the scarcity is likely to be so 
serious as to affect the world rate pi interest very 
materially. In previous wars the world supply 
of free capital was not appreoiably affected, so 
that the scarcity prevailingtin one country could 
be made good by foreign loans.» But on this 
occasion other countries will suffler frosn lack 
of cÉpital even more seriously than ourselves, 
so that vre shaíl probably continue to export 
capital which we can ill afford. Unless, there¬ 
fore,. a heavy tax is placed upon foreign invest¬ 
ments, 1 in order that the net retum obtainable 
fròm them may ber rediíced, a cotisiderable rise 
in the rate of interest ^n this countr^ is in¬ 
evitable. And a rise ln the' rate of interest 

1 This is not a plea for such a tax. TÀere are other factors 
to be táken into consideration. 
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is likely to press heavily upon tke working 
elasses. 

The indirect cost oí war to recipients of small 
" earned incomes ” provides a strong argument 
against placing much, if any, of the direct cost to 
their account, in the form of indirect taxes, or 
direct taxes upoü relatively low incoines. For it 
should be observed tliat the proceeds of the taxes 
are not lost, but repaid as interest to people within 
the country. It is merely a transference of 
wealth— and a transference largely from tlxose 
who will have suffered much indirectly—to those 
who have benefited by being able to invest at a 
higher ratg. than would have been obtainable if 
the war had not taken place. The destruction of 
capital on a large scale is a loss to society as a 
whole, but a gain to investors of fresh capital; in 
other words, scarcity of capital in general is 
advantagcous to ownfers of new capital, while a 
plentiful suppty of capital is beneficiai to society 
as a whole. v 

There remains a* final point for considerStion. 
Those who held secure investments, at a fixed rate 
of interest, before war broke out will naturally 
suffer through depreciation in the value of such 
investments. The price of Consols, for example, 
will be* censiâerably loWer in the future than 
they would be if ther<£ were no war. And the 
difterence will be mainly due to the possibility of 
obtaining a grei?, ter neí retum in other invest- 
inents. The< foregGing reinarks (which are based 
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upon the ^ssumption that trade will go on as 
usual) 1 seem to be beyond the subject of this book. 
It is true that some of the points ha ve been dealt 
with in greater detail than strict relevance 
permits; but the main factors indicated bear 
directly upon the problem. 

Reference has already been r*ade to the fact 
that the economic return from a war of conquest 
(in so far as it is permanent) need only be greater 
than the interest upon the capital cost of such war. 
But to arrive at the cost of war it is necessary to 
take into consideration all the factors indicated 
—the present cost or burdei^ 2 and the future 
direct and indirect costs. In the latter must be 
included the effects of the war upon* the dlstri- 
bution of wealth. 

It is evident that, since a war of conquest is 
likely, in future, to draw other £ountries into the 
struggle, the cost of such ^ar will be enormous ; 
and, since the use of capital as incarne will involve 
the employment of world capital oif a large scale, 
the sâsulting scarcity of capital will react un- 
favourably upOn # the conqueror. * But it is clear 
also thaí such loss is not so much due to the 
intcrnationalisation of credit (although this move- 

1 In other words, we are dealing with the trend of interest 
o ver a period of yelfrs, Ather than * the * fláctuations 
immedíàtely after the war. The actual rates will oscillate 
about a mean levei highcr than that which would prevail if 
war had not occurred. * • 

* The perpetuai annuity wh^ch could be purchased with 
this sum should be set against the annu%l gain from the con¬ 
quest. 
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ment has greatly facilitated world prpgress) as to 
the economic interdependence of nations and the 
great importance of capital in modem economic 
organisation. It is less the financial machinery 
than the material upon which the machinery is 
employed that is, in the long run, important. 

The propositlnn with which we started seems 
therefore to be true. That proposition may be 
stated as follows:—Although a war of conquest 
is likely to bring some return of wealth, and may, 
over a long period, bring a return commensurate 
with the outlay, the chance oi a gain equal to or 
greater than the cpst is never adequate compensa- 
tion for the outlay itself. Even ií he proved the 
chaiíce of gain to be of greater material value than 
the certain loss, the conquéror, as already stated, 
would not have justified his action. Economic 
considerations sliould be entirely suberdinated to 
other considerations.; And in almost all Inter¬ 
national questéons which endanger peace in the 
West it is prubable that economic questions do 
occupy a subordinatc position. Japan is pesthaps 
the only important nation whoáe foreign pòlicy is 
determined mainly by material considefations. 


\, Kl NO á «OH, LTD.j OICHAUD HOV**, WSWMIHtTER. 
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